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EDITORIAL COMMENT 


Ameriean 


HE difficulty of making up one’s 

mind, as daily experienced in the 

common affairs of life, is well 
known. This difficulty becomes many 
times greater when its consequences 
bring into view such weighty matters 
as war and peace. And that is where 
America stands now. We do not want 
to become involved in war. We do wish 
to provide the country with an adequate 
defense. But there is far from unanim- 
ity of opinion as to how this may best 
be supplied. One school of thought 
holds that our support of Great Britain 
be sufficient to meet that country’s needs 
—a support that is not being given now 
—let the consequences be what they 
may, while another school would have 
us give enough support that will leave 
us “short of war.” 

For quite awhile, public opinion has 
inclined strongly in support of the latter 
view, although as the struggle in Great 
Britain grows more and more serious, 
this view is changing. General recog- 
nition exists of the fact that in support- 
ing Great Britain we are really acting 
in our own defense, and competent 
naval and military authorities believe 
that this is, at present, the most effec- 
tive way of defending ourselves. 

To attempt to resolve this divergence 
of opinion, on a matter of the gravest 
concern, is no purpose of what is being 
said here. 


Indecision 


But it is the duty of Congress and 
the Administration, guided by the wisest 
counsel, to come to a speedy decision 
on this grave issue, and having decided, 
resolutely to stick to that decision. This 
policy, so reached, must have the sus- 
taining power of the American people 
—by voluntary authority, if that can be 
had, but otherwise if necessary. 

Surely, we do not want war, and we 
shall not have it of our choosing. But 
having clearly reached a decision, we 
must follow it without flinching to the 
end, even if in doing so we shall have 
to forget the mollifying phrase “short 
of war.” 

“If the world survives” may apply 
to other lands, but so far as relates to 
this country, it is inapplicable. 

In the survival of the United States 
of America there is no “if.” 


10) 
THE YEAR AHEAD 


S the country enters on the year 1941, 

it finds itself faced with many grave 
and complicated problems. In this re- 
spect our new year is not exceptional, 
for some of these problems have been 
with us for a long time, but there are 
new ones now, and some of them are 
of a more serious character than those 
heretofore to be met. 

First, there is the matter of national 


THE BANKERS MAGAZINE for January, 1941 1 





defense, with all its financial, economic 
and international aspects. And the per- 
tinent fact about this problem is that a 
clear understanding of its nature and 
seriousness is absent from the public 
mind. We wish to provide for our de- 
fense, but how? By making impreg- 
nable the defense of our own shores, 
or by giving full and effective support 
to Great Britain? This is a question 
to be decided by the Administration at 
Washington and by our naval and mili- 
tary authorities. But they have as yet 
reached no decision. Nor is there any 
unanimity of opinion as to just what 
should be done. To say this is not to 
blame anyone, for admittedly the prob- 
lem is one to perplex the wisest. 

Then there is the problem of feeding 
the peoples in Europe. Here our hu- 
manitarian impulses clash with our 
sense of justice. The general feeling of 
the country is that here is a situation 
created by Germany itself and the re- 
sponsibility for its consequences should 
be left to that country alone. 

But it is not alone our foreign rela- 
tions that are causing concern. We are 
faced with others on the home front. 
The defense program, now only in its 
initial stages, has brought sharply for- 
ward the relations between capital, 
labor, industry and government. These 
relations were not particularly harmoni- 
ous prior to the beginning of the de- 
fense activities, nor has this emergency 
brought about that complete harmony 
so necessary in a time like this. It is 
plain that mutual concessions will have 
to be made, voluntarily, it is to be 
hoped, but compulsorily should volun- 
tary efforts fail. We must get on with the 
job. That we are not doing so is the 
considered opinion of so competent an 
authority as William S. Knudsen. 


The lag complained of exempts 
finance and banking from criticism. 
Adequate funds have been promptly 
provided by Congress, and evidence is at 
hand that the banks are ready to do 
what may be required of them. There 
is some difference of opinion as to the 
methods employed, but none as to the 
end to be reached. 

But there are special banking and 


financial problems inherent in the situa- 
tion itself. First, there is the question 
of keeping down governmental expendi- 
tures for ordinary purposes, so that the 
budget may approach balance outside 
defense requirements. This will not be 
an easy task, for those receiving the 
benefits of these outlays have come to 
regard them as vested rights not to be 
disturbed. But this attitude must give 
way in the face of a common danger. 

The special banking problem relates 
to the existence of huge member bank 
reserves, a threat to dangerous credit 
expansion. So long as the business of 
the country remained at a depression 
level, this danger was not likely to 
emerge, but as business grows more and 
more active, as is now the case, with 
employment and wage income steadily 
rising, it may at any time become one 
of our urgent domestic problems. 


To meet this danger, various expedi- 
ents have been proposed: increase of 
member bank reserves, adding to the 
number of reserve cities as suggested by 
Winthrop W. Aldrich—(as banks in re- 
serve cities are required to hold larger 
reserves than other member banks, this 
would automatically absorb some of the 
excess reserve)—the coinage and circu- 
lation of gold, also suggested by Mr. 
Aldrich and others. Then, of course, 
there are the open market operations 
of the Federal Reserve. 

The practical aspect of the matter is 
that some of these measures should be 
taken now, so as to check inflationary 
tendencies, which once under way are 
hard to restrain. 


As to the general business prospects 
for the present year, they are exceed- 
ingly good, although the basis for these 
bright prospects is far from satisfactory. 
We shall have plenty of new business 
enterprises, greater employment, and in- 
creased gross returns to both labor and 
enterprise. But this favorable turn will 
owe itself, in the main, to efforts that 
do not add to the country’s real wealth. 
True, we must provide what the situa- 
tion calls for, but our real wealth does 
not consist in the implements of war, 
but in more and better food, clothing 
and shelter. And our prosperity may 
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be illusory in another respect, if the rise 
in the gross income of enterprise is ab- 
sorbed by higher taxes, and if the rise 
in wages is offset by increased cost of 
living. 
© 
LEARNING TO LIVE 


T was said long ago by someone 

that “we live to learn, but slowly 
learn to live.” That we have not yet 
learned much about this art is all too 
apparent from the present mixed-up con- 
dition of human relations. Back in 1894, 
Macmillan *& Company, New York and 
London, published a book whose title 
was “The Use of Life.” Its author was 
Sir John Lubbock, and as the author 
says, his father was a banker. Visitors 
to the City of London may have ob- 
served the sign, “Robarts, Lubbock & 
Company,” worn almost to indecipher- 
ability, and inviting entrance to an ex- 
ceedingly old-fashioned banking house, 
with its wooden floor and primitive fur- 
nishings. All of this has been changed 
by the highly modern aspect of the lead- 
ing London banks. But it was once the 
sign of that high degree of respectability 
and ultra conservatism supposed to be 
the peculiar requirement of banking. 

This book opens with the following 
sentence: “The most important thing to 
learn in life, is how to live.” In that 
one sentence lies a volume of wisdom, 
and that it should be brought to atten- 
tion by one of banking anticedents is of 
special significance, and its message to 
us today is needed even more than at 
the time it was written. 

We seem to have learned fairly well 
how to live in communities, in states and 
in single nations, but not how to get on 
with other nations. That is an art worthy 
the devoted attention of bankers and 
others. ‘ 


TAX-EXEMPT SECURITIES - 


AN old financial subject—tax exempt 

securities—has been brought to 
fresh attention by the issue by the Fed- 
eral Treasury of $500,000,000 of notes, 
which are not to be exempt from Fed- 
eral taxes, and by the announcement of 
Secretary Morgenthau that he intends 


to recommend to Congress that future 
Treasury issues shall be subject to taxa- 
tion. 

As indicated above, this is an old 
subject, upon which it is not easy to say 
anything new. The aim of such taxa- 
tion is, of course, to reach the rich 
whose funds take refuge in the tax- 
exempts. It is an old story that the states 
and municipalities do not look with 
favor on the proposal to tax their secu- 
rity issues. 

But there is another question—also 
an old one—involved in this proposal. 
That a nation, more than an individual, 
should tax its own credit, seems rather 
anomalous. Moreover, the practical 
working out of the plan presents some 
interesting phases. Should the tax be 
high enough to cause a corresponding 
rise in the cost of its credit, the Treasury 
would really gain nothing in revenue. 
One favorable feature of tax exemption 
is that it adds to the facility of the 
Treasury to borrow needed funds. It 
may be, however, that if the tax should 
render borrowing more difficult it will 
put a wise restraint on the creation of 
state and municipal debts. In ordinary 
times, it would be well to have this re- 
straint applicable to Federal issues, 
though hardly so now when the Treas- 
ury faces heavy borrowing to provide 
for national defense. 


® 


I am sure that the American banking 
system will again take its rightful posi- 
tion, where it can continue to render 
(as only chartered banking can render) 
a service to its customers and the com- 
munity, without the hinderances and 
unpleasant features which are always 
encountered when government attempts 
to compete and assume too much con- 
trol. The American people are not 
fools, although at times they may ap- 
pear gullible. I believe if we keep on 
saying the things that are true and do- 
ing the things that are helpful in a way 
our people will understand, it will not 
be long before they will see what is for - 
their best interests.—Stephen H. Fifield, 
Vice-President, Barnett National Bank, 
Jacksonville, Florida. 
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The Future Trend of 


Interest Rates 


F we except the sharp increase in in- 

terest rate and in the yields, es- 

pecially on high grade and short 
term obligations, which took place in 
September, 1939, very shortly after the 
present world war broke out and a 
similar but less accentuated rise which 
occurred in late May and early June 
of this year when the Germans over- 
threw France and it seemed possible 
that an invasion of Great Britain might 
ensue any day, the trend of interest 
rates and the yields on the better grades 
of bonds has been downward since the 
spring of 1937. The yield on medium 
grade bonds has likewise declined mark- 
edly since the early part of 1938. This 
is a matter of vital concern to bankers, 
insurance companies and many types 
of business. The forecast has fre- 
quently been made that the present low 
levels cannot continue indefinitely and 
some have expressed the opinion that 
a turn in the trend was imminent. It 
is the purpose of this article to examine 
some of the more important controlling 
forces to see what they indicate in re- 
gard to the future. 


Gold and Excess Reserves 


In the first place, the large and con- 
stantly increasing supply of monetary 
gold in this country and the related 
growth in excess reserves of banks is 
the single most important factor. Since 
the new valuation was given the United 
States dollar in January, 1934, the stock 
of gold in this country has increased 
from slightly over $7,000,000,000 to ap- 
proximately $22,000,000,000, while the 
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By Paul M. Atkins 


Consulting Economist, New York City 


excess reserves of member banks has 
grown from less than $1,000,000,000 
to approximately $7,000,000,000. On 
the basis of these figures alone, the 
bank credit in this country could be 
almost doubled. With the pressure of 
such a volume of bank funds seeking 
effective use and with the means by 
which these potential funds can be em- 
ployed so limited, it seems at first 
glance as though we could look forward 
to an indefinite period of low interest 
rates. The first step in our analysis, 
therefore, is to consider briefly the 
source of the gold and of the excess 
reserves. 

The excess reserves are very largely 
due to the influx of gold. As gold 
comes in, it is turned over by the banks 
which receive it to the United States 
Treasury which pays for it by drawing 
against its funds with a Federal Reserve 
bank. This addition to the funds of a 
commercial bank with its Federal Re- 
serve bank increases its reserve balance. 
Unless the deposits of this or some other 
bank are increased by the making of 
loans or the purchase of securities, the 
deposits with a Federal Reserve bank 
just described go to swell the amount 
of the excess reserves. In any event, 
these deposits—like other deposits with 
a Federal Reserve bank—are capable of 
supporting deposits of member banks 
of approximately five times their 
amount. 

There are several reasons why the 
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flow of gold into our country has been 
continuing for years. First, when our 
dollar was revalued, it was over- 
valued; its purchasing power in inter- 
national trade was greater than the 
value of the gold required to purchase 
it. Hence, foreigners preferred to have 
dollars rather than gold since they 
could buy more with them either here 
or abroad than they could with gold. 
Second, in more recent years there has 
been another and more compelling rea- 
son for the inflow of gold. Apprehen- 
sion was steadily growing in regard to 
international relations, especially in 
Europe. For years past, therefore, 
refugee funds have been seeking safety 
in this country. With the steady demand 
for dollars, and with no corresponding 
increase in imports of goods or services, 
the only way in which this demand for 
dollars could be satisfied was by the 
shipment here of gold. 

At present there appears little likeli- 
hood that these two major causes of 
gold inflow will be eliminated altogether 
and replaced by forces causing an out- 
flow of gold. While exchange restric- 
tions and war losses decrease the inflow 
of refugee gold, war purchases cause 
a release of ear-marked gold into our 
monetary supply, and an inflow of 
newly mined gold. With Great Britain 
and Canada together the largest custom- 


PAUL M. ATKINS 


ers for our goods, it seems very prob- 
able that a large part of the British 
Empire’s newly mined gold—which 
amounts to over half of the world pro- 
duction outside of Russia—will con- 
tinue to find its way to the United 
States to increase still further our 
hoard of the yellow metal. 


For our monetary supply of gold to 
continue to rise, it is not only neces- 
sary to continue to receive imports of 
that metal, but to experience exports 
that are less than the imports. Under 
existing conditions, it appears likely 
that exports of gold from this country 
for some time to come will be insig- 
nificant as compared with the imports. 

Giving consideration, therefore, only 
to the trend of the gold supply and its 
normal effect on excess reserves, it 
could be said unhesitatingly that the 
supply of bank credit is likely to re- 
main such that the pressure of funds 
for investment would maintain indefi- 
nitely low interest rates and low yields 
on high grade bonds. 


Capital-Deposits Ratio 


But these factors are not the only 


ones which merit consideration. An- 
other factor of importance is the rela- 
tionship of the capital of banks to their 
deposits. It has long been thought that 
the deposits of a bank should not ex- 
ceed ten times its capital, surplus, un- 
divided profits and capital reserves com- 
bined. Whether this ratio is sound, 
reasonable or desirable is beside the 
point in so far as the question in hand 
is concerned at present. The time may 
come—and at no far distant date— 
when it may become a subject for ex- 
tended analysis and heated discussion. 
For the moment, it may be accepted as 
a standard sanctioned by long tradition 
if not by statute or regulation. With 
the banking situation as it is at present, 
it seems possible that a definite limit 
may be established—not by a lack of 
legal reserves to support these deposits 
—but by a deficiency in the capital 
needed to enable a bank to maintain 
the ten to one ratio of deposits to total 
net capital. If many banks reach this 
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position and, as a means of protection 
and as a way to escape criticism from 
the public or banking authorities or 
both, decide to retain additional de- 
posits above this ratio in cash or in 
short term United States Government 
paper, it may result in a lessening de- 
mand for bonds, even though the bonds 
are of the highest quality. 

Such a situation will not necessarily 
affect all classes of interest rates and 
yields alike. In view of the fact that 
short term Government securities—more 
especially bills and notes—can be con- 
verted into cash almost instantly and 
with little or no loss in price, they are 
regarded in many quarters as substan- 
tially the equivalent of cash. Banks 
may, therefore, bid for them as long 
as they produce any return at all, and 
so maintain them at prices which will 
give them an almost infinitesimal yield. 
By the same token, short term loans of 
all classes whose security is unques- 
tioned may well continue to be placed 
at exceedingly low rates of interest. At 
the same time, the prices of longer term 
bonds, even of the highest quality, may 
decline somewhat in price with a cor- 
responding increase in yield. It is pos- 
sible, therefore, that we shall see a con- 
tinuance of the present low interest 
rates on high grade, short term paper 
of all kinds and an increasing rate of 
interest on longer term loans and ob- 
ligations, while at the same time, gold 
may continue to flow into the country 
and excess reserves increase. 

Banks, of course, are not the only 
institutions with a plethora of funds. 
Many insurance companies are finding 
it exceedingly difficult to invest the 
funds that come to them. They are not 
inhibited, however, as are the banks by 
any need—real or fancied—of main- 
taining any deposit-capital ratio. It is 
a question, therefore, how high it will 
be necessary for interest rates to rise 
in order to bring them into the capital 
market on a substantially greater scale 
than at present. ; 


Capital Increase Problem 


There is always the possibility also, 
that the banks may find ways of in- 


creasing the amount of their capital. 
Unfortunately, they have been prevented 
from doing this in a major manner in 
the two most normal ways—through 
additions from earnings, or by the sale 
of stock—because of the low interest 
rates which have existed for so many 
years. These low rates of return on 
their funds have kept them from adding 
appreciably to their surpluses from in- 
come, for the reason just indicated. In- 
come for most of them has fallen more 
than it has been possible to compress 
expenses. The low rate of earnings on 
their existing capital has made their 
stock unattractive to investors and so 
has handicapped severely, where it has 
not stopped entirely, their issue of addi- 
tional capital stock. In so far as this 
factor is concerned, low rates of interest 
during recent years may prove to be 
a cause of rising rates of interest in the 
future. 

However, it is possible that, if the 
pressure for new capital becomes sufli- 
ciently great, some such agency as the 
Reconstruction Finance Corporation 
will be instructed to subscribe to the 
capital stock of banks which are other- 
wise in a satisfactory position to in- 
crease their deposits. If such a con-, 
tingency arises, the purchase of bank: 


j 


‘‘For the time being, the 
probability seems to be rather 
definitely in favor of a ¢ontinu- 
ance of low interest rates, but 
the situation is one which de- 
mands constant observation and 
analysis, for unexpected events 
may cause a.change in trend 
when least expected,’’ suggests 
the author in the accompanying 
discussion. 

Dr. Atkins, former Special 
Liquidator of Securities for the 
Comptroller of the Currency, is 
author of the recently published 
book ‘‘Bank Bond Investment 
and Secondary Reserve Manage- 
ment,’? and numerous other 
books and articles. 
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stocks by such an agency will be under 
quite different circumstances than the 
acquisition of bank stocks by the Re- 
construction Finance Corporation in 
1933. 

That this question of the possible 
limitation of bank deposits because of 
lack of capital is far from academic is 
evidenced by the fact that the United 
States Government is going to find it 
necessary to borrow heavily in the com- 
ing months in order to finance its re- 
armament program. Since it seems 
highly probable that it will be neces- 
sary for the banks to absorb a substan- 
tial part of these issues with the accom- 
panying inevitable increase in _ their 
deposits, the practical effects of the 
situation just discussed may soon begin 
to be apparent. 


War’s Financial Changes 


Another important influence upon in- 
terest rates is the war. This is not 


alone due to its permeating effects upon 
all phases of business in this country, 
but more specifically to certain changes 


which it is effecting in the financial 


field. 


“To a certain extent, the 
tendency for interest rates to 
rise will be offset by the efforts 
of the Federal Government to 
keep interest rates down in 
order to be able to finance the 
heavy war expenditures at as 
low a rate as possible. The Gov- 
ernment is not able to control 
interest rates to the extent 
which many people believe. The 
fundamental forces which domi- 
nate them are beyond the con- 
trol of any government. How- 
ever, it is possible in minor 
ways for the Government to 
affect interest rates and, in so 
far as it is capable of so doing, 
the influence of the Government 
can be counted on for the pres- 
ent as being on the side of low 
rates of interest.’’ 


Great Britain and some of the neutral 
countries hold large quantities of 
American securities. The British Gov- 
ernment has commandeered many of 
these issues which are held by its sub- 
jects, giving its own obligations in their 
place. It has already sold some of these 
securities in this country in order to 
obtain funds to pay for its vast pur- 
chases of munitions and other supplies. 
The sales so far have been effected with 
discretion, and while they may on oc- 
casion have prevented the prices of cer- 
tain of our securities from rising as 
they otherwise might have done, there 
has been little indication that such sales 
have so far depressed our markets ap- 
preciably. It is possible, however, that 
the developments produced by the war 
may necessitate a more rapid liquida- 
tion than has heretofore taken place. If 
such should prove to be the case, we 
may experience a decline in the prices 
of many of our obligations from this 
cause with concomitant rise in the 
yields in the types of securities sold 
which may well have repercussions on 
the entire interest rate structure. 


Rearmament Effects 


The rapid growth in the rearmament 
expenditures will have its effect not 
only on Government borrowing but also 
on corporate financing as well. This 
will make itself felt both in increased 
bank loans and in new corporate capi- 
tal issues. The war has already caused 
a fundamental shift in much of Ameri- 
can business. Some companies have 
seen their activities decline on account 
of it. Others have experienced an un- 
expected and substantial increase in the 
volume of their business. The larger 
corporations which find themselves in 
this position, in most cases have so far 
had sufficient capital to make possible 
their handling the additional demands 
made upon them without seeking new 
capital. Some of the medium sized and 
smaller concerns, however, are begin- 
ning to view the necessity of obtaining 
more working or fixed capital or both. 
So far, their demands have been so 
small as to have no effect on interest 
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rates, but with growing business activ- 
ity it is not unlikely that some com- 
panies will shortly begin to look for 
more capital, a movement that will tend 
to cause interest rates to rise. 

To a certain extent, the tendency for 
interest rates to rise from this cause 
will be offset by the efforts of the Fed- 
eral Government to keep interest rates 
down in order to be able to finance the 
heavy war expenditures at as low a rate 
as possible. The Government is not 
able to control interest rates to the ex- 
tent which many people believe. The 
fundamental forces which dominate 
them are beyond the control of any gov- 
ernment. However, it is possible in 
minor ways for the Government to af- 
fect interest rates and, in so far as it 
is capable of so doing, the influence of 
the Government can be counted on for 
the present as being on the side of low 
rates of interest. 

The war also affects the thinking of 
many people who react often quite ir- 
rationally to stimuli from this source. 
The best example of this is the sudden 
hardening of interest rates and of the 
yield of the highest grade bonds, es- 
pecially the short term bonds, in Sep- 
tember, 1939, immediately following 
the outbreak of the present war. So 
far as can be learned, this development 
was due largely to the promiscuous sell- 
ing of United States Government and 
high grade corporate bonds by bankers 
outside the larger centers because of 
their sudden fear that interest rates were 
going to harden. It was largely their 
combined activity which brought about 
the very result that they feared. It soon 
became apparent that their fears would 
not be realized at that time and the 
prices of the type of securities sold 
soon rose, and in a few months many 
of them reached higher levels than be- 
fore this interest rate panic. The most 
important lesson to be derived from this 
experience is that such a fundamental 
economic and banking factor as the 
level of interest rates may be suddenly 
and drastically affected by the combined 


emotional reaction of many persons, 
even though that reaction is illogical 
and has no firm foundation. 


Conclusions 


In attempting, therefore, to form an 
opinion at the present time in regard 
to the trend of interest rates, first con- 
sideration should be given to the enor- 
mous stock of monetary gold in this 
country, its probable continued inflow 
—although quite possibly at a slacken- 
ing rate—and the related excess reserves 
which are now at a higher level than 
ever before in the history of this coun- 
try. These are forces which are 
strongly favorable to a continuance of 
low interest rates and low yields on 
money bonds. It is improbable that 
there will be any extensive or long con- 
tinued rise in interest rates as long as 
these forces maintain their present dom- 
inant position. 

On the other hand, there are certain 
influences—the restricting effect of the 
deposit-capital ratio in the case of 
banks, the increasing demands for 
funds for war financing and for the 
financing of war stimulated activities, 
and particularly the emotional reactions 
caused by the war—all of which have 
an opposite tendency on interest rates. 

For the time being, the probability 
seems to be rather definitely in favor 
of a continuance of low interest rates, 
but the situation is one which demands 
constant observation and analysis, for 
unexpected events may cause a change 
in trend when least expected. 


© 


IT is imperative that as large a part of 
the current burden imposed by national 
defense necessities be taken care of by 
increasing taxes to the highest point 
that is possible, while still retaining for 
business the incentive to earn reason- 
able profits. We must not “kill the 
goose that lays the golden egg.”—Fred 
F. Florence, President, Republic Na- 
tional Bank, Dallas, Texas, in a recent 
address. 


THE BANKERS MAGAZINE for January, 1941 





The Banks and 


Defense Financing 


HE defense program is raising a 

new set of problems for commer- 

cial bankers, most important of 
which are those concerned with bank 
defense loan policy. How important 
the Administration views the defense 
finance program is indicated in a speech 
before a group of Federal Reserve bank 
officials delivered in November by Don- 
ald M. Nelson, the codrdinator of de- 
fense purchasing. Mr. Nelson, urging 
the commercial banks to do their full 
share in financing work on the rearma- 
ment program, suggested that failure 
to perform would adversely affect the 
future status of the commercial bank- 
ing system. “The fulfilment of the de- 
fense program,” said Mr. Nelson, “has 
raised a grave challenge which the com- 
mercial banks of this nation must face. 
The future status of the commercial 
banking system will in large part be 
influenced by the manner in which our 
local banks rise to meet this challenge 
of providing total finance for total de- 
fense. . . . Total defense requires util- 
ization of all available plant capacity; 
of all available manpower; of all avail- 
able financial resources.” 

The implied criticism of the commer- 
cial banks would seem to be based on 
the feeling that defense loans are not 
being made with the same rapidity as 
that with which defense contracts have 
been gotten under way. The loan pro- 
gram is, however, being speeded up and 
within the next twelve months the total 
commercial loans of all member banks 
of the Federal Reserve System should 
show an increase of at least 30 per cent 
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By A. Philip Woolfson 


and within the next three years should 
show a 100 per cent growth. Speeding 
up of the loan program will be accom- 
plished in the following manner: 


Defense Loan Program 


1. Loans to primary contractors for 
emergency plant expansion with Gov- 
ernment reimbursement. The commer- 
cial banks should handle all this busi- 
ness, and will, if interest rates are on 
a reasonable basis. 

2. Loans to contractors for working 
capital purposes under the new legisla- 
tion permitting assignment of claims 
against the Government. 

3. Loans to subcontractors under the 
defense program. Many of the primary 
contracts will involve as many as a 
hundred or more subcontractors scat- 
tered all over the country. Because of 
the interest of the defense commission 
in decentralizing defense production, 
the new opportunities for the regional 
local banks are of outstanding signifi- 
cance. Financial assistance to sub- 
contractors will be facilitated if the 
bankers will secure from the primary 
contractors the names of those indi- 
viduals or firms to whom subcontracts 
have been given. Pooling of informa- 
tion by the various regional bankers 
should facilitate the flow of funds to 
such subcontractors. 

4. Participation by the commercial 
bankers with the RFC in those cases 
where the individual bank’s capital 
resources do not warrant the bank’s as- 
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The Legions of Credit 
are Mobilized 


Behind the vast production machine of national defense, now begin- 
ning to mesh into gear, stand billions of credit dollars mobilized in the 
commercial banking system of the nation. 


This great army of credit dollars assures industry of sufficient funds 
to meet the demands of our national defense program. It answers the 
call to service at costs to the borrower lower than ever before in the 
nation’s history. 


The Chase National Bank, in its relationships with correspondent 
banks throughout the country, is earnestly cooperating in the effort 
to make our “dollar army” effective and useful, to the end that the 
needs of the nation may be met swiftly and fully. 


THE CHASE NATIONAL BANK 
OF THE CITY OF NEW YORK 
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suming the entire burden of the loan 
transaction. 


Steps to Take 


The new financing demands confront- 
ing the commercial banks-will suggest 
to each banker the steps he should take 
to get his share of the business. The 
larger banks, utilizing their new busi- 
ness departments, should go out in the 
field making a firm-to-firm census of 
the businesses located within their dis- 
tricts. The larger banks which have not 
extensively served the smaller firms be- 
cause their organizations were not 
equipped to handle loans as small as 
$10,000 or $25,000 should set up the 
organization to get and handle that kind 
of business. The smaller banks that 
haven’t the capacity to finance the 
larger loan requirements of sub- 
contractors in their localities should co- 
operate with the larger institution, since 
defense working capital requirements 
should not be diverted to Government 
channels for financing. It would ap- 
parently be advisable for every com- 
mercial bank to designate some official 
or department as the responsible author- 
ity to seek out and assist all potential 
defense borrowers. Such officials should 
become thoroughly familiar with the 
opportunities offered to subcontractors 
in their own localities, should be in- 
formed as to all Government invitations 
to bid, the necessary contract forms, 
and should actively codperate with the 
Reserve officials in their Reserve dis- 
trict, and with Mr. Donald Nelson of 
the Defense Advisory Commission. 


Bank Defense Loan Problems 


The commercial banking system is 
now in a transition period. Just as the 
new defense economy has brought with 
it new problems of adjustment for in- 
dustry and commerce, so the commercial 
banks will be called upon to make ad- 
justments to the new controls estab- 
lished under a defense economy. With 
respect to commercial loan practices 
the problems faced by the banks are as 
follows: (1) The demand for low in- 
terest rates on defense loans; (2) the 
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pressure for a relaxation of loan stand- 
ards; (3) the curbing of unnecessary 
inventory expansion financed by bank 
credit; (4) the need to increase bank 
capital where existing capital resources 
are inadequate to meet new loan re- 
quirements. 

The pressure for low interest rates 
on defense loans is illustrated by the 
RFC willingness to finance new emer- 
gency plant expansion requirements for 
defense contractors on a 114 per cent 
basis, and the financing of other de- 
fense loans at a maximum interest rate 
of 4 per cent. The opinion that has 
long prevailed in banking circles that 
rising business activity would auto- 
matically bring a substantial upward 
revision in bank lending rates now has 
to be revised. The volume of indus- 
trial activity has increased substantially 
over the past several months and the 
effect has not been to bring about any 
reversal in commercial bank lending 
rates. The existing excess reserves situ- 
ation and the known easy-money views 
of the monetary management authorities 
would argue against any marked re- 
versal in loan rates in the coming period 


*“‘The commercial banking 
system is now in a transition 
period. Just as the new defense 
economy has brought with it new 
problems of adjustment for in- 
dustry and commerce, so the 
commercial banks will be called 
upon to make adjustments to 
the new controls established un- 
der a defense economy,’’ states 
the author in the accompanying 
article. 

Dr. Woolfson, economist and 
member of the New York Bar, 
is author of the recently pub- 
lished book ‘‘M-Day: Banking 
and Finance,’’ which studies 
the effects of war on banks in 
England, Germany and Italy, 
and the probable effects upon 
banking in this country if we 
become involved in war. 
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of rising defense production. The de- 
termination of the Administration to aid 
defense contractors to finance their re- 
quirements at low interest rates will 
probably markedly reduce the profit- 
ability to the commercial banks of this 
new defense loan business. Since the 
defense program will inevitably involve 
some degree of sacrifice in all phases 
of our economy, the commercial bank- 
ing system will be expected to assume 
its share of the burden. 


Small Subcontract Loans 


The pressure for relaxation of com- 
mercial bank loan standards is, how- 
ever, more serious. The pressure here 
comes from the financing requirements 
of subcontractors under the defense 
psogram, many of the subcontractors 
being small business firms whose credit 
standing has deteriorated. Many sub- 
contractors whose credit standing may 
justify a limited extension of credit will 
find such credit limitation unsatisfac- 
tory. The commercial bankers have to 
face the problem of how far to go in 
relaxing their long-established loan 
standards in the light of possible criti- 
cism of the various bank examining au- 
thorities. The problem that the bankers 
face in connection with loans to small 
business subcontractors is part of the 
larger problem of small business ven- 
ture capital requirements. And in a 
report by the SEC to the TNEC on this 
problem, the SEC’s investment banking 
section said: 

“Much of the small business enter- 
prise on which local commercial and 
individual activity depends is not in a 
position to meet the existing lending 
standards of commercial banks. Com- 
mercial banks which are under direct 
public supervision do not act without 
justification in rejecting credit to small 
business. The position adopted by the 
commercial banker, that the funds at 
his disposal belong not to him but to 
his depositors, and, therefore, can be 
loaned only to individuals and enter- 
prises whose assets and future prospects 
make repayment certain, is fundamental 
to sound banking practice. Under this 


responsibility, the business prospects of 
a considerable proportion of the smaller 
enterprises at any given time is not such 
as to warrant bank credit. 

“The heart of the credit problem has 
been and continues to be that large 
groups of small business men whose en- 
terprises are not so firmly established 
and whose personal resources are not so 
great as to be able to satisfy the exist- 
ing standards of commercial banking.” 


War Economy Comparison 


A defense economy is not a war econ- 
omy, and the relaxation of banking 
standards required by a defense econ- 
omy need not be as complete as those 
required under a war economy. It is, 


however, of interest to note the com- 
plete relaxation of commercial banking 
standards that a war economy, such as 
Great Britain’s entails, as well as the 
technique worked out to provide con- 


‘‘The new financing demands 
confronting the commercial 
banks will suggest to each 
banker the steps he should take 
to get his share of the business. 
The larger banks, utilizing their 
new business departments, 
should go out in the field mak- 
ing a firm-to-firm census of the 
businesses located within their 
districts. The larger banks which 
have not extensively served the 
smaller firms because their or- 
ganizations were not equipped 
to handle loans as small as $10,- 
000 or $25,000 should set up the 
organization to get and handle 
that kind of business. The 
smaller banks that haven’t the 
capacity to finance the larger 
loan requirements of subcontrac- 
tors in their localities should co- 
operate with the larger institu- 
tions, since defense working 
capital requirements should not 
be diverted to Government chan- 
nels for financing.’’ 
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tractors with adequate financing. This 
is indicated in the following analysis 
published by the London Financial 
News of October 24, 1940. 

“To ensure that bank finance would 
be readily available for the expansion 
of war production necessarily presented 
far more difficult problems than to re- 
strain lending for undesirable purposes. 
A suitable lending policy for war con- 
ditions requires in the banker a funda- 
mental revision of outlook. Such con- 
siderations as the credit standing of the 
customer and concern for the bank’s 
own liquidity become secondary or al- 
together irrelevant. The only object of 
policy must be to ensure that any one 
engaged on work of national importance 
can obtain the necessary finance. And 
this in turn frequently means that con- 
cerns which by all normal standards are 
already over-trading must be enabled to 
over-trade still further. It is undeniable 
that in the early months of the war it 
was not always easy to adjust normal 
banking procedure to this new situation. 
In the export trade, particularly, the 
lengthened time of voyages, higher 


prices and the withdrawal of financial 
facilities by overseas countries greatly 
increased the need for working capital 
to maintain the same real turnover, with 
the result that exports may have been 
hindered by difficulties in obtaining 


finance. Fortunately, a technique has 
gradually been evolved which should 
remove complaints on this score and en- 
sure that contractors working for the 
Government are not hindered for lack 
of funds. The banks advance readily 
against progress certificates, certifying 
that expenditure has been incurred in 
respect of a given contract. In case of 
difficulty the banks have agreed to make 
advances on the assurance of a public 
department that this is for a necessary 
purpose. And the departments, on their 
side, have agreed promptly to supply 
the banks with information as to the 
state of accounts between themselves 
and contractors. By codperation of this 
kind, the system of bank lending has 
been adapted without undue friction to 
the needs of efficient war finance.” 


The defense program also raises the 
problem of the volume of credit that 
should be extended to borrowers with 
good credit standing who are interested 
in carrying larger than normal inven- 
tories. Such potential borrowers may 
be engaged in one phase or another of 
the defense program and because of fear 
of future shortages or price changes de- 
sire to increase their inventory hold- 
ings; or if they are not engaged on 
defense contracts they may hope to capi- 
talize on the increased consumer buy- 
ing resulting from large-scale defense 
expenditures. Because the Defense 
Commission is vitally interested in the 
prevention of an inflationary price 
spiral, the commercial banks will be 
under pressure to curtail unnecessary 
credit extension, and the credit standing 
of the borrower becomes of minor im- 
portance. The long run effect of the 
defense program will be the tendency 
to divert an increasing proportion of 
the commercial bank loan business from 
normal peace-time operations to the 
new types of defense loan financing now 
in process of development. 


Capital-Deposit Ratio 


The new defense loan business will 
not be entirely without risk of loss to 
the commercial banks. The mortality 
of business firms engaged in defense 
business may be considerably less than 
that experienced in normal peace-time 
business operations. Some losses will, 
however, occur, which may be of. only 
minor importance to the larger bank, 
but of major concern to the smaller in- 
stitution. It may be that legislation will 
be introduced in the coming session of 
Congress to provide Government insur- 
ance for defense loans by the banks. 
This should, however, not be consid- 
ered as a substitute for maintaining a 
satisfactory ratio of bank capital to de- 
posits. Since the new defense financing 
program should result in a substantial 
increase in commercial bank deposits, 
those commercial banks with inadequate 
capital funds should take appropriate 
measures to meet the new situation. 
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New Bank Credit Creation 


Another and less important phase of 
defense financing is that concerned with 
new issues of Government bonds to 
finance Government payments to de- 
fense contractors. It is the prospect of 
such large increases in the Government 
debt as suggested by the Secretary of 
the Treasury’s request to raise the debt 
limit to 65 billions that has been of 
primary concern to the commercial 
bankers. The banks will in the future, 
as they have in the past, codperate with 
the Government by purchasing what- 
ever Government issues they may be 
offered. It is to be assumed, however, 
that steps will be taken by the govern- 
mental authorities to borrow as much 
us possible from the public. The crea- 
tion of new bank credit through com- 
mercial bank lending operations and 
the rise ,of existing deposits for invest- 
ment in new Government securities is 
preferable, from the standpoint of both 
the commercial banks and the country 
as a whole, to the creation of bank 
credit through bank monetizing of new 
public debt. 

It may be suggested however that 


whatever new bank created credit may 
result from bank purchases of new Gov- 
ernment securities should be approxi- 
mated to the existing volume of bank 


excess reserves. It is entirely feasible 
for the monetary management author- 
ities to draft, say, five billions of excess 
reserves giving the banker new five year 
defense notes at an interest rate not in 
excess of 14 of 1 per cent. To prevent 
inflationary fears from developing, 
legislation could be adopted to provide 
for periodic upward adjustments in re- 
serve requirements as the new funds 
were expended, while at the same time 
some leeway was left for new bank loan 
expansion. It would be unfortunate, 
however, if too hasty steps were taken 
to freeze our existing excess reserves 
before a condition of full employment 
and substantially increased industrial 
production were attained. 


It is not improbable that steps will 


be taken in the near future to reduce 
the volume of outstanding interbank de- 


posits. The monetary management au- 
thorities have long beén opposed to the 
present system whereby idle bank funds 
pile up in the metropolitan areas. 
The transition to a defense economy 
will bring with it problems of increas- 
ing complexity to the commercial bank- 


. ing system. Adjustments to the new 


situation will have to be made in finan- 
cial circles as well as by industry and 
commerce. The defense program should, 
however, mean a substantial increase in 
both commercial bank loan portfolios 
as well as in investment holdings. 
Whether this new business will be of 
marked profitability to the banks can 
only be answered by future develop- 
ments. 
© 


THRIFT FUNDAMENTAL 


THRIFT and economy from which self- 
reliance and free enterprise spring are 
fundamental to our American system. 
Today, as never before, when our sys- 
tem is being challenged both from 
within and without, savings banking is 
looked up to for the preservation and 
furtherance of these fundamentals. We 
have the responsibility of leadership, a 
responsibility which I am confident we 
willingly assume, and we must discharge 
it to the utmost of our abilities.—Albert 
S. Embler, president, Savings Banks 
Association of the State of New York, 
in a recent address. 


_ 


WE should continually do all things 
that look to the selling of the good 
name of banking, both in written ad- 
vertising and oral advertising. We 
should miss no opportunity to defend 
the chartered banking system when it is 
attacked. We should miss no oppor- 
tunity to voice our fealty to banking 
when we are given the opportunity, both 
from the private and the public plat- 
form. These things are essential if the 
chartered banking system is not to be 
supplanted by government ownership 
of banks.—Stephen H. Fifield, Vice- 
President, Barnett National Bank, Jack- 


sonville, Florida. 
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I} War Comes- 
? 


how will it affect American banking ¢ 


@If and when M-Day (Mobilization Day) comes how will it 
affect our banking and financial institutions? What has happened 
to the banks in Germany and Italy under a totalitarian regime? 
What has happened to the British banks? What control will the 
Government assume over banks in this country if M-Day comes? 
How will the world economic revolution affect American bankers? 
You will find the answers in 


DAY 


Banking and Finance 


By A. PHILIP WOOLFSON 


Member of the New York Bar 


A number of books and booklets 
have been written on M-Day, detail- 
ing its effects on the individual and 
on business in general. Little or 
nothing, however, has been said of the 
effects of M-Day and a war economy 
on banking and finance. Thus, the 
present study fills a definite need. 

Dr. Woolfson, member of the New 
York Bar, economist and banking 
authority, and a frequent contributor 
to THE BANKERS MAGAZINE, gives 
a background of what war has meant 


to banking in England, Germany and 
Italy—and, even more _ important, 
shows what is planned for, and what 
is likely to happen to, banking and 
finance in this country if the United 
States becomes involved in war. 
This book tells how the War, if and 
when it comes, and our rearmament 
program are likely to affect bank 
credit extension, interest rates, branch 
vs. unit banking, Government securi- 
ties, bank personnel problems and the 
American banking system in general. 


Price $2.50 Delivered 


BANKERS PUBLISHING COMPANY 
465 MAIN ST., CAMBRIDGE, MASS. 
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Controlling 


Monetary Inflation 


have had too much loose talk 

about inflation for seven years. 

First of all, we must distinguish 

between a price inflation due to non- 

monetary causes and one resulting from 
monetary causes. 

A price inflation, due to non-monetary 
causes, arises when production in par- 
ticular fields is interrupted or curtailed, 
whether from bottlenecks, short-sighted 
wage and price policies, monopolistic 
practices by capital or labor, or related 
causes, when there is pressing consumer 
demand for the goods produced in these 
fields and when there is neither a short- 
age of facilities that exist or can be con- 
structed or a shortage of man power. 
The cure for such a condition is not 
less, but more production. It cannot 
be remedied by monetary means, except 
at the cost of restricting the entire 
economy. 

I have several times in the past de- 
fined the latter (inflation resulting from 
monetary causes) as a condition arising 
when the means of payment in the hands 
of those who will spend it increases 
more rapidly than the production of 
goods. This means that the economy 
has reached the limit of its ability to 
produce, that is to say, the creation of 
money continues, uncontrolled and un- 
checked. 

We should be prepared to protect the 
economy against the evils of general in- 
flation due to fiscal and monetary 
factors. 

As the result of gold imports, silver 
purchases, and purchases by banks of 
United States Government securities the 


By Marriner S. Eccles 


Chairman of the Board of Governors, 
Federal Reserve System, Wash- 
ington, D. C. 


volume of bank deposits has increased 
to the highest levels in the history of 
the country. Demand deposits and cur- 
rency now amount to $41.5 billions, or 
about $14.5 billions above the peak of 
the boom period of the Twenties. At 
the same time, gold and silver purchases 
have raised the volume of excess re- 
serves to $7 billions, which is a wholly 
unprecedented volume, capable of sup- 
porting a bank credit expansion of fully 
$60 billions in addition to the present 
total of deposits. 


MARRINER S. ECCLES 
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As long as these funds have been 
relatively dormant, they have not pre- 
sented a serious problem except as they 
have tended to depress the interest rate 
structure to excessively low levels. To 
avoid that extreme—to keep the bank 
credit picture within the realm of con- 
trol that is the special responsibility of 
central banking authorities—I advo- 
cated, in connection with the Banking 
Act of 1935, that Congress give the Re- 
serve System adequate powers to absorb 
the excess, and I subsequently urged that 
consideration be given to the main 
causes of this condition, that is, to silver 
purchases and to the causes of the in- 
flow of gold from abroad which are 
almost entirely responsible for the pres- 
ent and continuing growth of excess re- 
serves. The authority granted by Con- 
gress has been entirely inadequate to 
cope with the unprecedented growth of 
excess reserves. For that reason, the 
Board of Governors as long ago as 1938 
recommended in its annual report that 
Congress take cognizance of and deal 
with this rapidly enlarging problem. 

The need for dealing with it becomes 
increasingly imperative because of the 
rapid expansion generated by the de- 
fense program. It is essential now that 
the excess reserves be brought within 
a range where they can be adjusted to 
the needs of legitimate business through 
the open-manket function of the Reserve 
System, and not be left as a basis for 
an uncontrolled multiple credit expan- 
sion such as could be built upon them. 

By the open-market function, I mean 
simply the authority which the Reserve 
System has to buy or sell Government 
and certain other securities for its own 
account, these operations being carried 
out by the System’s Open Market Com- 
mittee. The importance of these opera- 
tions lies in the fact that when securities 
are bought it increases member banks 
reserves. Conversely, when securities 
are sold from the open-market account 
it absorbs and thus decreases the re- 
serves of member banks. The open- 
market instrument is a flexible one, 
affecting only banks that desire to pur- 
chase or sell securities, largely in ac- 
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cordance with their reserve position, 
whereas raising reserve requirements 
affects all banks in accordance with 
their classification. I want to say in 
passing that, contrary to a persistent 
popular fallacy, the Reserve System 
does not use reserves deposited with it 
by member banks to buy Government 
securities. Such bank reserves are quite 
literally locked up by the System and 
cannot be used as a basis for credit 
expansion. The System has _ specific 
authority to create the funds used in 
open-market operations. These funds 
are in no way dependent upon or re- 
lated to such reserves as member banks 
carry with the Reserve banks. 


Excess Reserves Controls 


Regaining control over excess re- 
serves is a necessary precaution against 
the inflationary possibilities of over- 
expansion of bank credit based upon 
these redundant reserves. It is not a 
step that would in any way restrict le- 
gitimate business expansion, Govern- 
ment financing or development of the 
defense program. It is a safeguard 
against necessary expansion developing 
into over-expansion—into creation of 
the means of payment out of all proper 
relationship to production. How this 
step may best be accomplished is a mat- 
ter for Congress to determine. However, 
I see no feasible way to accomplish 
it except by increasing the reserve re- 
quirements of the banks to a point 
which would reduce the excess reserves 
to-an amount that could be absorbed 
by the sale of Government securities 
from the System’s portfolio, leaving 
only enough securities to take care of 
System expenses. In addition, adequate 
provision should be made for absorb- 
ing future gold or silver acquisitions 
that add to excess reserves. This power 
of raising or lowering reserve require- 
ments should be made applicable to 
New York, the money center, or to all 
reserve cities, or to country banks, or 
to any combination of the three groups. 
This would provide for flexibility and 
make it possible to adjust reserve re- 
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quirements more in accordance with 
needs. 

Furthermore, reserve requirements 
must be made applicable to all banks 
of deposit, whether they be members of 
the Federal Reserve System or not. It 
is not equitable to ask only the mem- 
ber banks of the Reserve System to sub- 
ject themselves to increases when those 
who elect to remain outside the System, 
or those who are now members and 
who choose to withdraw, can escape 
sharing in what is a national respon- 
sibility. This situation is not only in- 
equitable but it renders monetary con- 
trol ineffective so long as any bank that 
does not like the reserve requirements 
can relieve itself of the restriction by 
withdrawing from the System. Demand 
deposits are the major part of our 
money supply—and control over their 
expansion and contraction must reach 
all banks that are in a position to create 
them. 

As long as we have a vast oversupply 
of excess reserves, the inducement exists 
throughout the banking system to ex- 
pand and to put these resources to work 
in loans and investments. When the 
economy is reaching the stage of full 
production and employment that in- 
ducement should be removed. 


Effect on Interest Rates 


Not only do the excess reserves af- 
ford an opportunity for over-expansion 
but they also tend to depress the inter- 
est rate structure to excessively low 
levels. I have continuously advocated 
a policy of monetary ease as the appro- 
priate accompaniment of a period of 
under-employment, but I have never 
favored artificially low rates such as 
have been brought about through an 
uncontrolled surplus of excess reserves. 
No such oversupply of excess reserves is 
necessary to carry out a policy of mone- 
tary encouragement to business recov- 
ery. Instead, excessively low interest 
rates tend ultimately to induce inflated 
prices of Governments, municipals, and 
other high-grade securities. The effects 
are reflected in credit lines génerally, 
and are felt by insurance companies, 


savings banks, educational institutions, 
and other fiduciaries representing the 
accumulations of many millions of our 
people, small as well as large savers. 
Moreover, this creates a future problem 
for monetary authorities because at such 
time as it may become necessary to 
curtail further credit expansion, as a 
safeguard against inflationary develop- 
ments, this step cannot be taken without 
causing a decline in the price of out- 
standing securities. 

Although some interest rates have be- 
come extremely low, rates in the home 
and farm mortgage field have been rela- 
tively slow to respond to the general 
decline and are not now too low, in 
my judgment. I think there would be 
no justification for increased rates on 
home or farm mortgages, and that in- 
creases in such rates would be unwise 
and unwarranted. The volume of exist- 
ing idle funds is so large that some 
of the higher bond and mortgage rates 
may go lower even though there is no 
further expansion of existing funds. 

I am concerned with interest rates 
not as an end in themselves, but as a 
means to the end of stability in the 
progress of our economy. Excessively 
low rates do not contribute to stability 
any more than do excessively high rates. 
Neither is fair to lender and to bor- 
rower. It is one thing to have interest 
rates low as the result of the pressure 
of savings or investment funds on the 
market. It is a quite different thing to 
depress the interest rate structure ab- 
normally through excess reserves 
created by causes extraneous to our 
economy. I have always contended, and 
I reiterate now, that these abnormal 
pressures should be removed, and they 
must be removed as an essential ele- 
ment of defending the economy against 
possible inflationary over-expansion 
later on. 


Interbank Deposits Proposals 


As an additional measure I favor ex- 
empting deposits held with the Reserve 
banks and vault cash held by banks 
from assessments for Federal deposit 
insurance. While I have never been 
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against interbank deposits, I do not 
favor over-concentration of funds that 
serve no useful purpose at money mar- 
ket banks, but tend to depress short- 
term rates to such low levels that the 
very banks which concentrate their 
funds in the money centers find them- 
selves in an adverse competitive posi- 
tion. Nor is it to the interest of the 
money market banks to accumulate ex- 
cessive correspondent bank balances on 
which they can earn nothing, but on 
which they pay the assessment. Fur- 
thermore, if a bank’s funds are locked 
up by the authorities to serve as re- 
serves, it is not fair to the bank to 
require it to pay assessments on the 
locked up funds that earn nothing for 
the bank. Another reason for exempt- 
ing reserves is that there is no risk in- 
volved in depositing these funds with 
Reserve banks and thus no justification 
for assessing a premium to insure them. 


Some of the large city banks have 
been much interested in getting legis- 
lation that will exempt them from pay- 
ing deposit insurance assessments on 
the interbank deposits they hold. It 
seems to me that since they pay no in- 
terest to the depositing banks on these 
funds, that the more equitable amend- 
ment would be to exempt the originating 
bank from paying the assessment if these 
funds are deposited with Reserve banks. 
In other words, if any bank is’ to be 
benefitted by exemption from the assess- 
ment, it should be the originating bank 
which deposits the funds as a reserve 
in the Reserve System, and not the bank 
that gets the use of the funds without 
paying anything for them. It is not in 
the interest of the city bank to have 
interbank deposits in abnormal amounts 
because they cannot be profitably used 
by reason of their volatile nature. The 
city banks should be interested in hav- 
ing only such correspondent bank bal- 
ances as reflect the business done by 
the correspondent banks and the serv- 
ices rendered for them. 


I have dwelt at some length on the 
general subject, with some of its rami- 
fications, with regard to controlling 
monetary inflation by controlling exces- 


sive bank reserves. This subject, how- 
ever, cannot be considered separately 
from the other sources of money- 
creation, that is, Government deficit 
financing through the banks, and gold 
and silver policy. As an integral part 
of the general policy that is necessary 
for the period we are entering, we must 
discourage the purchase of Government 
securities by banks. For that creates 
new deposits. With the volume of bank 
deposits and currency greatly in excess 
of the highest levels we have ever had, 
it becomes important that we do not 
continue to add to this total, particu- 
larly at a time when one effect of the 
defense program is to activate the exist- 
ing volume of deposits as they are 
drawn upon by business and put to 
more active use. Instead, Government 
securities should be sold to private and 
institutional investors. This has the 
effect of using existing funds rather 
than creating additional deposits. When 
the Government borrows existing funds 
it does not reduce the supply because 
as soon as these funds are expended by 
the Government, they go right back into 
the money system again, chiefly as bank 
deposits. Another popular mistake is 
to suppose that Government deficit 
financing creates excess reserves. In- 
stead, they originate from gold, silver, 
or other currency acquisitions. When 
the Government sells its securities to 
the banks, instead of creating excess re- 
serves, this absorbs them because the 
new bank deposits thereby created have 
to be based upon or charged against 
the bank reserves. 


Broaden Government Finance Market 


So long as banks have an oversupply 
of excess reserves, they have every in- 
ducement to invest in Government secu- 
rities. That inducement can only be re- 
duced or removed by reducing or 
removing the excess reserves which, as 
I have sought to indicate, should be 
adjusted to the normal requirements of 
business. If this is done the rate on 
Government bills and short-term notes 
would be likely to increase sufficiently 
to attract the large amounts of idle cor- 
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porate balances, representing reserves 
of various kinds, that have accumulated. 
For the most part, these funds are now 
deposited in banks and earn nothing 
for the corporate owners. They would 
be inclined to invest them in short-term 
Governments if the yield were raised 
from the prevailing artificially low 
levels. At the same time, longer-term 
issues should be adapted to the require- 
ments of insurance companies, savings 
banks, and individual or institutional 
investors. Thus:the non-banking mar- 


ket for Government securities would be 
broadened out to absorb whatever Gov- 
ernment financing may be necessary 
during the period in which we are mak- 
ing large defense outlays. 


Gold and Silver Problems 


But deposits as well as reserves are 
also increased as gold and silver con- 
tinue to flow into our money system. 
Even if we had authority to offset the 
effect of the gold and silver acquisitions 
on excess reserves, these acquisitions 
would still continue to add to deposits, 
unless we are prepared to deal with 
these factors at their source. I have 
publicly stated my opposition to the 
purchase of foreign silver as unjustified 
from a monetary standpoint. If, for 
other reasons, at this time it is consid- 
ered desirable to assist silver-producing 
countries, that could be done by mak- 
ing loans secured by silver or other 
assets. Therefore, Congress should re- 
peal the present legislation, and at the 
same time cancel out the billion and a 
half of seigniorage which could be used 
for issuance of additional silver certifi- 
cates. Likewise, I favor canceling the 
authority under the so-called Thomas 
amendment to issue $3 billions of 
greenbacks. Both of these sources of 
funds, if resorted to, would add to ex- 
cess reserves and to deposits, and would 
greatly accentuate the problem of the 
monetary authorities. 

While the expenditure of the gold 
stabilization fund would have the same 
effect, the problem of gold presents a 
particularly difficult question. I believe 
that Congress, in considering all the 


interrelated elements of the monetary 
picture, should consider whether or not 
it would be wise to make credits avail- 
able at low rates, as a means of aiding 
the British;: taking as collateral their 
gold, as well as their security holdings 
here, in Canada, or elsewhere, rather 
than to continue to accumulate more 
and more of the world’s gold supply 
at the cost of inflating our banking and 
credit structure. 


Budget Problem 


I have come last to the problem of 
the budget—but not because it is of 
least importance. As long as we con- 


‘‘Regaining control over ex- 
cess reserves is a necessary pre- 
caution against the inflationary 
possibilities of over-expansion 
of bank credit based upon these 
redundant reserves. ... I see 
no feasible way to accomplish 
it except by increasing the re- 
serve requirements of the banks 
to a point which would reduce 
the excess reserves to an amount 
that could be absorbed by the 
sale of Government securities 
from the System’s portfolio, 
leaving only enough securities 
to take care of System expenses. 
In addition, adequate provision 
should be made for absorbing 
future gold or silver acquisi- 
tions that add to excess reserves. 
This power of raising or lower- 
ing reserve requirements should 
be made applicable to New 
York, the money center, or to 
all reserve cities, or to country 
banks, or to any combination of 
the three groups. This would 
provide for flexibility and make 
it possible to adjust reserve re- 
quirements more in accordance 
with needs,’’ suggests Mr. 
Eccles in the accompanying por- 
tion of his recent address at a 
meeting of the National Indus- 
trial Conference Board. 
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tinue to operate on a deficit basis, it 
will be necessary for the Government 
to go to the market for the funds to 
make up the difference between tax col- 
lections and expenditures. I believe 
that we should at this time take further 
steps to close the gap between income 
and outgo as far as can be done without 
either confiscatory taxation or the re- 
tarding of private enterprise. So long 
as the Government is rapidly increas- 
ing its total expenditures, I do not see 
how these outlays can be covered on a 
pay-as-you-go basis because the in- 
creased national income and the tax 
revenues resulting therefrom cannot be 
realized until some time after the sums 
are spent. In other words, there is a 
lag between the time when the Govern- 
ment has to raise the money and the 
time when it takes effect as income 
among the people who ultimately re- 
ceive it in payment for goods and serv- 
ices. Taxes on 1940 incomes are paid 
in the fiscal years 1941 and 1942. There 
may be a lag of a year or a year and 
a half before money borrowed for de- 
fense, in effect, shows up in expendi- 


tures, then in higher national income, 
and finally in increased tax receipts. 

It would not be wise to try to put 
sufficiently high rates into effect to close 
the gap entirely until we have reached 
a condition of full production and em- 


ployment. But at that time, the tax 
system in effect should be adequate to 
bring about the balancing of the Fed- 
eral budget. 


Tax Revision Essential 


Revision of the tax structure should 
not be delayed until a full-employment 
income is reached. We should begin 
to redesign the tax system in the near 
future. First and foremost, we should 
revise our corporate, individual and in- 
heritance tax structure so as to close 
very important existing loopholes that 
make tax rates much less effective than 
they should be. For instance, there is 
not much use in raising individual sur- 


tax rates if corporations are permitted 
to hold back earnings in the form of 
idle funds instead of paying them out 
as dividends to stockholders. If the es- 
tate and the individual surtaxes are to 
be made as productive as they should 
be, then the gift tax must also be re- 
vised. The excess profits tax, which is 
clearly inadequate, should be revised to 
apply to all earnings above a certain 
ceiling, say, of 10 per cent of invested 
capital, with such exceptions as may be 
necessary as a matter of equity or to 
stimulate new business. The present 
law allows an option under which cor- 
porations are able to make abnormal 
earnings after all taxes, including the 
excess profits tax, are paid—earnings 
in some cases larger than they have ever 
been before. I am heartily in accord 
with the proposals of the Treasury with 
reference to the excess profits tax and 
to eliminate tax free securities. 

The present tax structure, strength- 
ened in the ways I have indicated, will 
bring in enormous revenues once the 
national income has risen to $90-100 
billions. As national income approaches 
these levels, rates should be raised still 
more if necessary to balance the budget. 

Direct responsibility for taxation is, 
of course, outside the realm of mone- 
tary policy, but the subject of taxation 
cannot be separated from the primary 
concern of those charged with monetary 
powers and responsibilities. It is not 
possible to appraise monetary policy 
realistically without taking account of 
the effect of taxation and of Govern- 
ment financing on the banking and 
credit structure. When the time arrives 
when monetary restraints may become 
necessary, deficit financing should be 
discontinued, thereby bringing the 
budget into balance. The time for such 
action will arrive when the economy 
has reached full production, that is, sub- 
stantially full employment, and both . 
monetary and fiscal policy may need 
to be invoked to maintain a proper re- 
lationship between production of goods 
and creation and use of money. 
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Cooperative Advertising of 


Safe Deposit Service 


N Greater New York, banks, trust 
companies and independent safe de- 
posit companies have invested many 

hundreds of thousands of dollars in safe 
deposit vaults and equipment. In this 
area approximately 450 vaults have in- 
stalled over 900,000 safe deposit boxes, 
having a potential rental income of 
more than eight million dollars. Cer- 
tainly such an investment, together with 
the quality of service rendered to their 
depositors is worthy of an adequate re- 
turn. Many surveys made during the 
past few years, supplemented by a study 
of returns to the United States Bureau 
of Internal Revenue reveal that approxi- 
mately 50 per cent of these boxes are 
still unrented. We only have to look 
to our balance sheets to determine 
whether this percentage of safes rented 
affords enough income to defray or- 
dinary operating expenses, not to men- 
tion an adequate return on capital in- 
vested, or whether it represents an 
actual loss. Can it be that the banking 
institutions of this and other commun- 
ities are going to accept the challenge 
of unrented boxes without thoroughly 
considering methods by which this situ- 
ation may be remedied? Surely when 
such a condition exists, serious thought 
should be given to this problem by 
every advertising and safe deposit 
executive. 


Action in Other Lines 


It is an interesting and educational 
study to determine what has been ac- 
complished in other lines of endeavor. 
The great variety of the accompanying 


By Frank O. Brand 


Secretary and General Manager, Empire 
Safe Deposit Co., New York City 


list (see Figure I) and the many types 
of services and products covered testify 
to the widespread belief and worth- 
whileness of codperative advertising. 

The outstanding fact, of course, is 
that many of these campaigns have been 
running for years and there has been 
invested literally millions of dollars in 
codperative advertising. Such continued 
expenditure of large sums annually, 
certainly would not go on if the respec- 
tive associations did not feel they were 
getting results. 

An article in Printers’ Ink, July 7, 
1939, discussing the advertising pro- 
granr of the Florida Citrus Commission, 
compared the income of the Florida 
citrus industry for three years imme- 


Although the accompanying 
article deals specifically with 
the safe deposit problem in New 
York City, the author’s sugges- 
tions are adaptable to many of 
the other large metropolitan 
centers throughout the country. 

Mr. Brand is second vice- 
president and chairman of the 
advertising committee of the 
New York State Safe Deposit 
Association, and this article, re- 
leased through The National 
Safe Deposit Advisory Council, 
is based on a recent address. 
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Ficure I 


COOPERATIVE ADVERTISING EXPENDITURES IN LINES 
OTHER THAN BANKING 


Air Transport Association 
American Gas Association 


Advertising Expendi- 
tures for Year 1939 


American Turpentine Farmers Association 


Anthracite Industries 


California Fruit Growers Exchange 


California Prune and Apricot Growers Association 
Canned Pea Marketing Codperative Association 
California Walnut Growers Association 


Cycle Trades of America 


Florida Citrus Commission 


Glass Container Association of America 


Idaho Fruit and Vegetable Commission 
Maine Development Commission 
National Association of Ice Industries 
Portland Cement Association 


diately before the campaign with the 
first three years of the promotional ef- 
fort. It was found that the Commission 
invested just a bit less than $2,000,000 
during the three-year period. And for 
every dollar invested in advertising 
there had been a net revenue gain of 
$17. 

For three years immediately before 
the creation of the Commission the net 
revenue of the Florida citrus growers 
amounted to $19,427,381; for three 
years after the commission’s creation, 
during which the advertising under dis- 
cussion was conducted, this net revenue 
amounted to $53,779,616—a gain of 
$34,352,235, or 176 per cent. This 
almost unprecedented gain in net reve- 
nue and also in gross revenue was no 
sinecure. It was made in the face of 
almost astronomical increases in pro- 
duction. This was true not only in 
Florida but in competing areas. 


Canned Pea Campaign 


Even the humble pea has been 


favored with a substantial codperative 


campaign. In July of 1938, according 
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to Printers’ Ink, a group of pea packers 
met to discuss marketing prospects for 
the coming season. They faced the task 
of moving the largest pack in history 
—25,000,000 cases plus a carry-over of 
5,000,000 cases from 1937. In only 
two previous years in its history had 
the industry ever shipped as many as 
20,000,000 cases. Within six weeks 
from the time the idea of a codperative 
movement was first mentioned a board 
of directors was set up, the enterprise 
incorporated and a plan of action ready. 
One hundred and twelve canners, repre- 
senting nearly 70 per cent of total pro- 
duction, subscribed a campaign fund 
of which $150,000 went for advertising 
and merchandising. In the year June 1, 
1938, to May 31, 1939, a total of 22,- 
500,000 cases of peas were shipped—an 
all time high. Actual sales to consum- 
ers increased 10 per cent over the pre- 
vious season. The cost applied against 
the entire pack movement was equiva- 
lent to 2/3 of 1 cent per 24 cans. Per- 
haps the most remarkable aspect of this 
pea packers’ campaign was the speed 
with which these intelligent business 
men moved as soon as they saw the 
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serious situation which confronted their 
industry, and the resolution and 
promptness with which funds were 
raised and advertising and merchandis- 
ing activities started. 

Another success story is that of the 
American Gas Association campaign. 
In 1935 a movement was started among 
the Pacific Coast members of the Ameri- 
can Gas Association for a national co- 
operative campaign. Later that year 
such a resolution was presented to the 
national convention in Chicago. For 
many years the gas industry had been 
losing business in the cooking field to 
other fuels and to electricity. There- 
fore, the need for a national codperative 
campaign was very much felt. 

A levy of 4c per domestic meter for 
three years was agreed upon and a 
campaign was quickly launched. Fol- 
lowing a downward trend in the use of 
gas per domestic customer for nine 
consecutive years from 1929, a reversal 
of this process set in when the indus- 
try’s national advertising program got 
into full swing. Not only was the down- 
ward trend stopped, but an upward 
swing set in. 


Nassau County Campaign 


Just another indication of the trend 
of codperative advertising; A. B. 
Weller, president of The First National 
Bank of Merrick, New York, recently 
announced that twenty-one banks in 
Nassau County, New York, have agreed 
to cooperate in a newspaper campaign 
for a period of twenty-six weeks, fol- 
lowing a previous campaign for a simi- 
lar period. These campaigns were 
preceded by three trial or experimental 
campaigns of ten weeks’ duration each, 
and comments of participating banks 
indicate favorable and consistent prog- 
ress in safe deposit box rentals as well 
as other popular bank services. 

If, within the confines of Greater New 
York, with a population of over seven 
million people, the banks and safe de- 
posit companies have sold their services 
to 500,000 individuals and corporations 
without the benefits of well organized 
cooperative and educational programs 


so successfully carried on by other fields 
of endeavor, how much more effective 
would our selling programs be if sup- 
plemented by codperative advertising. 


Possible Results 


If, through our individual efforts, 
and aided by such a codperative cam- 
paign, we could help to promote the 
use of safe deposit boxes by a wider 
cross-section of the population of this 
area to the extent that only 5 per cent 
of the vacant boxes were rented, it would 
reflect additional revenue in the amount 
of $200,000 to the banks and safe de- 
posit companies. This amount, based 
on an average rental of $5 per box per 
year, would represent the difference be- 
tween a profit or a loss to many com- 
panies. 

During the past year, several plans 
of codperative advertising which in- 
cluded radio “spot announcements,” 
newspaper and direct mail media, have 
been submitted to the New York Safe 
Deposit Association. These proposals 
indicate that such a campaign could be 
set in motion at a cost not to exceed 
$2.50 to $3 per thousand boxes each 
month to each vault, or in the aggre- 
gate about $75,000 a year. An increase 
in rentals of only 5 per cent would give 
safe deposit companies additional reve- 
nues of approximately $200,000. 
~ What are we waiting for? 


© 


THE challenge to the executive in charge 
of public relations is both philosophical 
and mechanical. On one hand he ap- 
plies practically every lesson he has 
learned in psychology in order to in- 
fluence for good the masses outside his 
institution as well as the personnel of 
his bank. At the same time he must 
employ the greatest economy in spend- 
ing so that all the forces and means in 
his command will advance toward the 
goal sought for by a peaceful progres- 
sive people.—Robert J. Izant, President, 
Financial Advertisers Association, and 
Vice-President, Central National Bank, 
Cleveland, Ohio. 
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Lending Agencies 


F course, it is impossible to treat 
even the highlights of such a sub- 
ject as Government lending 

briefly. Much time is required merely 
to list the lending agencies. It is very 
difficult even to determine definitely 
just how many there are upon any given 
date. Like cellular development which 
the biologist tells us about, some of 
these single agencies have separated 
into two or more agencies, for lending 
purposes, and some have a whole flock 
of children, like the Farm Credit Ad- 
ministration for example. 

I have given some study to the best 
way of classifying them for the purpose 
of this brief survey: shall they be classi- 
fied according to statutory origin, pur- 
pose for which created, estimated length 
of life, amount of money loaned, or on 
a profit and loss basis? I decided that, 
for our discussion, we might divide the 
thirty-six or more agencies according to 
the segment of American life and activ- 
ity they are supposed primarily to affect, 
such as (1) business and finance, (2) 
housing, including buildings and equip- 
ment, (3) relief and recovery, (4) 
transportation, (5) agriculture and (6) 
miscellaneous. It should be remembered 
that this is a very rough division and 
not definitely fixed for there is much 
overlapping and there are tendencies in 
some of these, as in other older Govern- 
ment agencies, to wander far afield 
from the original purpose for which 
they were created: Moreover, in our 
complicated business economy the im- 
pact of some of these lending policies 
in one field extend into other parts of 
our national fabric, and sometimes 
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By William S. Elliott 


President, Bank of Canton, Canton, Ga. 


shock, with more or less violence, the 
whole structure. For example, radical 
reduction in interest rate on farm mort- 
gage indebtedness affects not only 
farmers, but bankers, insurance com- 
panies, savings depositors and investors 
generally. Again, if the Jones-Wheeler 
bill which was before Congress for 
many months, had been passed as 
originally drawn and advocated by for- 
mer Secretary Wallace, it would have 
helped farmers for a time, but would 
have destroyed the fundamental prin- 
ciples of our private capital lending 
system. Typical of anomalous condi- 
tions arising in the operation of this 
far-flung lending empire we find that 
95 per cent of Federal Credit Unions, 
established under the Farm Credit Ad- 
ministration, are located in urban areas. 
But we must get on with our lesson! 


Business and Finance 


Federal Reserve System—(Act of De- 
cember 23, 1913, as amended). In ad- 
dition to its primary function of lend- 
ing to and discounting for banks, it is 
authorized to make loans, under certain 
conditions, to commercial and indus- 
trial organizations, with or without 
bank participation. Rate from 3 to 6 
per cent; amount of such loans out- 
standing September 25, 1940, $10,778,- 
000 compared with a peak of $32,493,- 
000 at the end of 1935. The Government 
has no capital proprietary interest in 
the Federal Reserve System. 
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Federal Deposit Insurance Corpora- 
tion—(Banking Act of 1933, as 
amended). In addition to its insurance 
functions, it can make loans on or pur- 
chase assets of banks to facilitate mer- 
gers or otherwise reduce insurance risks, 
in an indefinite amount limited only by 
its resources. Total of such loans, in- 
cluding assets purchased, as of June 30, 
1940, was $146,846,992. Proprietary 
interest of the Government $150,000,- 
000. 

Tennessee Valley Authority—(Act of 
May 18, 1933). Authorized to lend to 
states and minor political subdivisions 
to enable them to acquire electric dis- 
tribution facilities. Total assets as of 
June 30, 1940, $334,600,000; liabilities 
$14,700,000; Government proprietary 
interest $319,900,000. 

Reconstruction Finance Corporation 
—(Act of January 22, 1932, as 
amended). The original act was en- 


titled “An act to provide emergency 
financing facilities for financial institu- 
tions, to aid in financing agriculture, 
commerce and industry, and for other 
purposes.” The original capital of 


$500,000,000 was subscribed by the 
U.S. Treasury. Total assets of the cor- 
poration as of June 30, 1940, were 
$1,662,900,000 in round amount, while 
total liabilities were $1,100,200,000 
guaranteed by the United States and 
$225,600,000 not so guaranteed. The 
net proprietary interest of the Govern- 
ment in the RFC on that date was $337,- 
100,000. The operations of this organ- 
ization through one of the most critical 
periods of our history has been varied 
and in many fields of economic activ- 
ity, and is recorded for the most part 
in large figures. According to data re- 
leased some months ago by the RFC 
total authorizations and commitments 
from its inception through March 31, 
1940, aggregated the stupendous sum 
of $13,575,000,000 including a total of 
$1,076,000,000 authorized for other 
governmental agencies and $1,800,000,- 
000 for relief. These figures are quoted 
in round amounts. Disbursements by 
the corporation from _ organization 


through March 31, 1940, aggregated 


$10,568,000,000, against which there 
have been total repayments of $5,886,- 
000,000. Of the total disbursements, 
however, $945,000,000 represent alloca- 
tions to other governmental agencies 
under provisions of existing law and 
$1,799,000,000 cover allocations for re- 
lief under Acts of Congress. I have not 
the time, even had I the ability, to 
analyze the report of this, one of the 
greatest corporations we have known, 
but I want to call your particular at- 
tention to a few of the outstanding to- 
tals including the. figures that were 
made public in the summary. We are 
particularly interested in the loans that 
were made by the corporation under 
section 5 of the act, including loans to 
banks and trust companies, railroads, 
insurance companies, mortgage loan 
companies, building and loan associa- 
tions and other such businesses includ- 
ing receivers therefor. Disbursements 
through loans to banking institutions, 
including receivers, aggregated $1,982,- 
000,000 of which $1,884,000,000 had 
been repaid; loans to railroads, $689,- 
000,000 of which $222,000,000 had been 
repaid; to mortgage loan companies 
$579,000,000 of which $417,000,000 
had been repaid; to insurance com- 


WILLIAM S. ELLIOTT 
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panies $90,000,000 of which $87,000,- 
000 had been repaid; to building and 
loan associations $120,000,000 of which 
$117,006,000 had been repaid, and so 
on down the list. Total loans under 
section 5: $4,090,000,000 of which $3,- 
352,000,000 had been repaid. Loans 
have been made to many other agencies 
and for diverse purposes authorized by 
law, such as to the Secretary of Agri- 
culture to purchase cotton, to public 
school authorities to pay teachers’ 
salaries, to repair and reconstruct prop- 
erty damaged by earthquake, fire, tor- 
nado, flood and other catastrophe, to 
finance the carrying and orderly mar- 
keting of agricultural commodities and 
live stock, loans for rural electrification, 
and so on. In addition we find pre- 
ferred stock, capital notes and deben- 
tures of banks and trust companies were 
purchased to the amount of $1,183,000,- 
000 of which $637,000,000 had been 
retired by the issuing banks. Among 


the allocations to Government agencies 
under statutory provision was that of 
$200,000,000 to the Secretary of the 
Treasury to purchase capital stock of 


the Home Owners’ Loan Corporation 
and $124,000,000 to purchase capital 
stock of the Federal Home Loan Banks. 

The RFC had also made loans to 
“business enterprises” aggregating 
$214,000,000 of which $79,000,000 had 
been repaid. 

In addition to its capital stock the 
corporation was authorized to issue in- 


*‘Total ascertained loans of 
the lending agencies mentioned 
(in this article), now outstand- 
ing, approximate ten billion dol- 
lars! Of this total, according 
to a report of the U. S. Treas- 
ury, as of June 30, 1939, over 
$1,000,000,000 principal and in- 
terest was in default,’’ points 
out Mr. Elliott in the accom- 
panying article, which is a por- 
tion of his recent address at the 
eleventh New England Bank 
Management Conference. 


terest bearing obligations to an amount 
of three times its capital stock and this 
has been increased as new burdens were 
added by Congress. Provision is also 
made for Treasury support if necessary, 
in handling RFC obligations. 


Building and Improvements 


U. S. Housing Authority—(U. S. 
Housing Act of September 1, 1937). 
This organization was originally estab- 
lished as a bureau in the Interior De- 
partment to make loans and grants to 
public housing agencies to assist in the 
acquisition, development and admin- 
istration of low rent so-called “slum 
clearance” projects. On July 1, 1939, 
it was consolidated into the Public 
Works Agency. Wide latitude is given 
in making loans which are to be limited 
to 90 per cent of cost. Also makes di- 
rect grants to public housing authorities 
up to an annual total of $28,000,000. 
Loans may have a maturity not exceed- 
ing sixty years. Interest rate to be not 
less than 4% of 1 per cent above the 
Federal rate at the time of loan. Capi- 
tal $1,000,000 and certain other unex- 
pended ‘balances. Assets as of June 30, 
1940, $277,700,000; liabilities $119,- 
500,000. Proprietary interest of the 
Government on the date named $158.- 
200,000. Total loans $255,000,000 of 
which $196,000,000 were made in the 
fiscal year 1940. 


Federal Housing Administration— 
(Act of June 27, 1934). Insures mort- 
gages on homes and insures moderniza- 
tion loans under definite conditions but 
is not a lending agency. It occupies an 
important place in the construction pic- 
ture at this time and bankers generally 
are familiar with it. Main office is in 
Washington, D. C., and has 97 offices 
in U. S. and territorial possessions per- 
forming insuring and related functions. 
As of June 30, 1940, Treasury reports 
show assets of the FHA amounting to 
$62,100,000 and liabilities of $11,700,- 
000 with the Government having a pro- 
prietary interest of $50,400,000. Total 
mortgages accepted for insurance 
through April 30, 1939, 460,273 aggre- 
gating $1,916,335,307. 
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Federal Home Loan Bank System— 
(Act of July 22, 1932). This organiza- 
tion was avowedly created as a “reserve 
credit system to promote private thrift 
and to support home financing institu- 
tions.” Home loan banks are located 
in twelve districts covering the United 
States, and serve member institutions in 
their respective districts. According to 
figures of June 30, 1940, the system had 
assets of $260,100,000; the proprietary 
interest owned by the United States 
amounted to $124,800,000, while that 
privately owned (by member institu- 
tions) was $42,632,000. The system 
lends to its members which are build- 
ing and loan associations, codperative 
banks, homestead associations, savings 
banks and insurance companies, (1) up 
to a term of ten years on real estate 
mortgages or Government obligations 
direct or guaranteed, at low rate; and 
(2) makes short time loans for not ex- 
ceeding one year on an unsecured basis. 
Total loans outstanding August 31, 
1940, $168,402,000. Chief subsidiaries, 
other than building and loan associa- 
tions, are the Home Owners Loan Cor- 
poration organized for the relief of dis- 
tressed home owners, the Federal 
Savings and Loan Associations and the 
Federal Savings and Loan Insurance 
Corporation, the latter of which insures 
up to $5,000 the shares in the Federal 


Savings and Loan Associations. Home 


-Owners Loan Corporation had home 


mortgage loans outstanding aggregating 
$1,996,443,000 at the end of August, 
1940, and bonds outstanding aggregat- 
ing $2,626,000,000 which are fully 
guaranteed by the United States. The 
proprietary interest of the U. S. was 
$23,600,000 at the end of June, 1940. 
The corporation is in liquidation which 
will probably take many years. As of 
June, 1939, the HOLC held over $549,- 
000,000 in real estate properties ac- 
quired as a result of its lending activ- 
ities. Federal Savings and Loan Asso- 
ciations secure funds by selling stock to 
the public and borrowing at the Home 
Loan Banks. Originally they secured 
some funds from the U. S. Treasury and 
the Government’s proprietary interest in 


them June 30, 1940, was $34,100,000. 


They lend for home building on long 
term mortgages which aggregated $1,- 
461,000,000 at the end of August, 1940. 
The Federal Savings and Loan Insur- 
ance Corporation has assets of $124,- 
900,000 and the Government has a pro- 
prietary interest of $123,600,000. There 
were 1,431 Federal Savings and Loan 
Associations according to the August 
estimates. 


Relief and Recovery 


Public Works Administration—(Act 
of June 16, 1933—-since July 1, 1939, 
has operated within the Public Works 
Agency). Part of the original plan of 
so-called “work relief” and economic 
recovery was the PWA. Makes loans 
to states, counties, cities and other pub- 
lic entities and also makes grants to 
such governmental and private projects 
that promise to increase employment. 
Loans outstanding July 31, 1940, $97,- 
000,000. Loans long term in character 
and interest 4 per cent. Assets June 30, 
1940, $94,600,000 which represented 
the proprietary interest of the United 
States. Financed by appropriations by 


Congress and selling of bonds through 
RFC. 


Commodity Credit Corporation—(Act 
of June 16, 1933). Operates under 
corporate charter under laws of Dela- 
ware and makes loans to producers of 
cotton, corn, wheat, wool, fruits, gum 
turpentine and other agricultural prod- 
ucts and was aimed to supplement the 
crop control policies of the Government 
and also protect the farmers by stabiliz- 
ing the market at a fair price. If the 
price of cotton, for example, went up 
above the lending figure the farmer got 
the profit, if any, and if the price went 
down the Government took the cotton 
and the loss. Thus it is classed as a 
relief measure here. Capital $100,- 
000,000 all owned by the Government. 
Lending rate 3 per cent. Total loans as 
of July 31, 1940, $182,000,000. 

Disaster Loan Corporation—(Act of 
February 11, 1937). This was organ- 
ized following the mid-winter floods of 
that year and operates as a division of 
the RFC, but is organized and managed 
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*‘Some of us recall that at the 
Washington annual convention 
of the ABA in 1934 we were 
assured of the willingness of 
Government to curtail lending 
activities to the extent that 
privately-owned agencies could 
take over the job. But the his- 
tory of recent years indicates 
that most of these Federal agen- 
cies will show greater signs of 
permanence as time passes. Any 
kind of a government bureau or 
commission is hard to discon- 
tine. They are more likely, 
in fact, to be joined from time 
to time by other similar agencies 
which will spring up in legisla- 
tive or executive response to 
some need, or fancied need, of 
the people who look more and 
more to the Government for 
their every want.’’ 


as a private corporation by officers and 
employes of the RFC. Makes loans as 
determined by the corporation to relieve 
distress from the effects of floods and 
other catastrophes. Rates fixed in each 
case by corporation. Capital authorized 
by Congress $24,000,000; Government 
proprietary interest $22,600,000. Total 
loans outstanding June 30, 1940, $21,- 
595,000. 

Porto Rican Reconstruction Corpora- 
tion—(Est. by Exec. Order under Re- 
lief Act 1934-4). Operates as a Federal 
Agency under the Secretary of the In- 
terior as Administrator for providing 
work relief and similar projects includ- 
ing lending money for industries under- 
taken by coéperatives. Interest rate 3 
per cent. Assets $8,100,000, all owned 
by United States. Capital provided 
through annual allotments from relief 


funds. 
Transportation 


United States Maritime Commission— 
(Act of June, 1936). Succeeded the 


30 THE 


U. S. Shipping Board and the Merchant 
Fleet Corporation. Can make loans and 
grant subsidies for construction and 
operation of merchant vessels and 
operating port property in the U. S. 
Loans run up to 20 years and rate 3%4 
per cent with some variation. Assets 
$227,000,000; Government proprietary 
interest $163,000,000. 


Inland Waterways Corporation—( Act 
of Congress 1924; reorganized 1935). 
Lends to municipalities to aid in termi- 
nal construction and promote water 
transportation and operates water 
transport lines chiefly on Mississippi 
River. Capital and surplus $24,400,000, 
all owned by the United States. 


Agriculture 


Farm Credit Administration—(Fed- 
eral Farm Loan Act of 1916 and Farm 
Credit Act of 1933). This great organ- 
ization comprises an extensive set-up for 
extending various types of credit to 
agriculture. Long term mortgage credit 
is furnished through Federal Land Bank 
loans and Land Bank Commissioner 
loans; credit for codperatives is fur- 
nished through the several Banks for 
Codperatives, and short-term credit is 
through Federal Intermediate Credit 
Banks, and the Production Credit Cor- — 
poration, to Production Credit associa- — 
tions who pass it on to the individual — 
farmer for seasonal needs. In addition, — 
emergency feed and crop loans are | 
made to farmers unable to get credit — 
from other sources. The Farm Credit 
Administration estimates that about 
2,000,000 farmers are utilizing directly 
or indirectly the financing services of 
institutions operating under the FCA. 
We are told that credit outstanding at 
the end of 1939 aggregated more than 
$3,000,000,000 representing from one- 
fourth to one-third of the total credit — 
outstanding to agriculture from all 
sources. It may be noted here that the 
proprietary interest of the Government 
in the various institutions comprising 
the Farm Credit Administration was as 
follows as of June 30, 1940: 
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Farm Credit Administra- 


Federal Farm Mortgage 
Corporation 
Federal Land Banks 
Federal Intermediate Credit 
Banks 
Banks for Codperatives 
Production Credit Cor- 
porations 122,200,000 
Regional Agricultural 
Credit Corporations 


Federal Land Banks had loans out- 
standing at the close of June, 1940, of 
$1,880,408,000 and bonds were issued 
and outstanding aggregating $1,735,- 
985,000 in round amounts. The aver- 
age interest rate on the bonds was 344 
per cent against an average rate in 1929 
of slightly over 4144 per cent. Land 
Bank Commissioner loans may be made 
on the security of second mortgage. 
Loans of this type outstanding at the 
end of 1939 amounted to $691,000,000 
made to approximately 440,000 farm- 
ers. Interest rate on Federal Land Bank 
loans made prior to July 1, 1942, is 
34% per cent when made through a 
National Farm Loan Association and 4 
per cent when made direct to the 
farmer-borrower. On Land Bank Com- 
missioner loans: the contract rate is 5 
per cent but the special reduced rate is 
3% per cent until July 1, 1942. 

Farmers’ codperative associations 
may borrow from the 12 district Banks 
for Codperatives for processing, prepar- 
ing for market, handling or marketing 
farm products, purchasing or distribut- 
ing farm supplies or furnishing farm 
business services. Certain of the larger 
farm codperatives are served by the 
Central Bank for Codperatives. Banks 
for Codperatives have made 6,868 loans 
since they were organized in 1933 aggre- 
gating $491,000,000. Interest rates 
range from 11% to 4 per cent depending 
upon the character of the loan. Total 
loans outstanding June 30, 1940, were 
$63,804,000. 

Federal Intermediate Credit Banks 
distribute short-term farm _ credit 
through production credit associations, 
livestock loan companies and other simi- 


170,400,000 


lar institutions which make loans to 
farmers. The lending rate of the Inter- 
mediate Credit Banks since February, 
1939, has been 11% per cent. Total 
credit extended by them during the 
year was $472,000,000 obtained for the 
most part through the sale of their 
debentures to private investors. Total 
credits extended by these banks since 
they were organized in 1923 amounted 
to $4,500,000,000 up to the end of 1939. 
Loans outstanding on June 30, 1940, 
amounted to $237,338,000. 

Federal Credit Unions have been re- 
ferred to heretofore. According to the 
report of the FCA, assets of the 3,197 
credit unions at the end of 1939 were 
approximately $47,000,000. Loans in 
1939 made to members amounted to 
$75,000,000 and 539 new unions were 
chartered during the year. In addition 
to capital subscribed by members, credit 
unions had borrowed from the RFC 
through March 31, 1940, the sum of 
$600,095.79. . 


Farm Security Administration — 
(Began operations September 1, 1935, 
as successor to the Resettlement Admin- 
istration). According to official an- 
nouncement the Farm Security Admin- 
istration was created “to help needy 
and low income farm families to be- 
come self-supporting.” The Adminis- 


‘‘The Government has used 
these lending agencies, and is 
continuing to use them, to dis- 
tribute fabulous millions of bor- 
rowed money for almost every 
conceivable purpose, There must 
be a limit to such borrowings 
and such distribution. What will 
Federal agencies and _  bene- 
ficiaries say then? If, however, 
they continue as the docile chil- 
dren of Government, will the 
magnitude of Government and 
her lending agencies be so 
mighty as to overshadow and 
crush the American system as 
we have known it for 150 
years?”’ 
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‘‘We know that representa- 
tives of Federal lending agen- 
cies, backed by the cushion of a 
constantly replenished Treasury, 
have pursued ultra-liberal lend- 
ing policies which have been 
embarrassing to the well-inten- 
tioned banker who is held 
strictly to collectible loans be- 
cause he has no such cushion 
and might lose his depositors’ 
money. We know that ultimately 
the taxpayers of the nation must 
pay for any losses incurred in 
connection with the dispensation 
of Government funds in the last 
decade. Moreover, as more and 
more liberality seems to be the 
slogan in lending and spending, 
we may well ask ourselves the 
question: ‘Will the price we are 
going to pay for these millions 
of easy dollars be more than the 


country and the people can 
stand?’ ”’ 


tration operates as a bureau of the 
U. S. Department of Agriculture, and 
funds are obtained by Congressional 
appropriation, such as for farm tenancy 
and funds allocated for rural rehabilita- 
tion. Up to July 31, 1940, the FSA had 
loans outstanding of _$307,000,000. 
Loans are made for standard rehabilita- 
tion purposes repayable over a period 
of one to 10 years at 5 per cent to buy 
seed, tools, livestock, etc. Farm pur- 
chase loans may have maturities up to 
40 years with interest at 3 per cent. 
Emergency rehabilitation loans are 
made in areas stricken by drought, 
flood, hurricanes, etc. Community 
service loans cover the purchase for an 
approved group of farmers of such 
things as tractor, combine, purebred 
bull, spraying equipment, etc., that 
farmers may not be able to finance sep- 
arately. Loans are also made to farm- 
ers for medical aid, and to tenants to 
purchase farms; committees acting 
under the FSA will help needy farmer 


debtors secure scaledowns in the 


amount owed creditors before payment. 
Up to January 1, 1939, total reductions 
secured in farmers’ debts in this way 
amounted to $80,000,000, according to 
officials report. The proprietary inter- 
est of the Government in the Farm 
Security Administration as of June 30, 
1940, was $307,900,000. 

Rural Electrification Administration 
—(Act of 1935 and Executive order of 
May 11, 1935, thereunder). Lends for 
the building of power and light lines 
in areas now without service; also 
finances electric wiring of homes and 
farms through co-operative groups, cor- 
farms through codperative groups, cor- 
porations, etc. Loans outstanding June 
30, 1940, $270,000,000. Rate is “same 
as the United States Government pays 
on its long-term obligations incurred in 
the next preceding fiscal year.” For 
1940-41, 2.46 per cent. No capital funds, 
Appropriations by Congress. Govern- 
ment proprietary interest $221,700,000. 

Electric Home and Farm Authority— 
(Established January 17, 1934, by 
Executive order; reorganized August 1, 
1935). Finances the retail purchase of 
household and farm electrical and gas 
appliances and electrical wiring for cus- 
tomers of utilities which have agreed to 
bill and collect instalment payments 
along with regular service bills. Pur- 
chasers allowed 12 to 48 months for 
payment and the charge for financing” 
is 5 per cent per annum. Capital stock 
$850,000 owned by Government. Also 
sells short-term notes to banks. The au- 
thority had purchased -up to June 30, 
1940, 222,339 instalment contracts and 
notes aggregating $31,755,000, of which 
$13,718,000 were outstanding on that 
date. 


Miscellaneous Agencies 


In addition to the foregoing there 
may be mentioned Federal Prison In- 
dustries, in which the Government has 
proprietary interest of $8,500,000; In- 
dian Rehabilitation Loans handled by 
Interior Department with Government 
interest of $2,900,000; and the Export 
Import Bank of Washington established 
primarily to promote foreign trade and 
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in which the Government has a pro- 
prietary interest of $79,500,000, and 
which had loans of $98,518,000 out- 
standing on June 30, 1940. 


Interest in Lending Agencies 


According to the Monthly Bulletin of 
the Treasury Department for the month 
of August, 1940, the total proprietary 
interest in governmental corporations 
and credit agencies, most of which have 
been here briefly described, amounted 
to the grand total of $3,639,500,000 as 
of June 30, 1940. This does not, of 
course, include the obligations issued by 
the various Government or Government- 
sponsored agencies guaranteed fully by 
the United States and amounting to 
$5,811,000,000 at the end of August, 
1940. Total ascertained loans of the 
lending agencies mentioned, now out- 
standing, approximate ten billion dol- 
lars! Certainly, Uncle Sam has gone 
into the lending business with both feet, 
particularly within the last decade. Of 
this total, according to a report of the 
U. S. Treasury, as of June 30, 1939, 
over $1,000,000,000 principal and in- 
terest was in default. Total assets of 
governmental corporations and credit 
agencies (not including, of course, Fed- 
eral Reserve Banks) on June 30, 1940, 
was given in U. S. Treasury compila- 
tions as $12,782,200,000. Total liabil- 
ities were given as $9,737,800,000, of 
which $5,560,400,000 were guaranteed 
by the United States. 


Sources of Data 


Outside of data sources already ac- 
knowledged herein, I wish to mention 
the following publications which I have 
drawn from freely in making the fore- 
going compilation of Federal lending 
agencies; U. S. Treasury reports, Fed- 
eral Reserve Bulletins, official reports of 
the several other Government agencies, 
and last, but not least, the American 
Bankers Association Journal, Banking. 


Results of Federal Lending? 


What will be the course of these 
agencies in the future? Will they be 
discontinued eventually? Most of them 


started out as emergency movements to 
relieve conditions among certain classes 
of our population or to contribute to- 
ward an earnestly desired economic re- 
covery. Less than half a dozen existed 
prior to the great depression. Time 
limits were placed by law upon the life 
of some of them only to be extended 
from time ot time. Some of us recall 
also that at the Washington annual con- 
vention of the ABA in 1934 we were 
assured of the willingness of Govern- 
ment to curtail lending activities to the 
extent that privately-owned agencies 
could take over the job. But the history 
of recent years indicates that most of 
these_Federal agencies will show greater 
signs’ of permanence as time passes. 
Any kind of a government bureau or 
commission is hard to discontinue. They 
are more likely, in fact, to be joined 
from time to time by other similar 
agencies which will spring up in legis- 
lative or executive response to some 
need, or fancied need, of the people 
who look more and more to the Govern- 
ment for their every want. If these 
agencies continue to grow, where will 
be found a safe base in our American 
economy upon which they may be 
placed and sustained permanently? 

Second, we would inquire what will 
be the effect upon the Government? 
Already, some of them compete with 
the Government in size and in the scope 
of their operations. Moreover, the 
Government has used them, and is con- 
tinuing to use them, to distribute fabu- 
lous millions of borrowed money for 
almost every conceivable purpose. There 
must be a limit to such borrowings and 
such distribution. What will Federal 
agencies and beneficiaries say then? If, 
however, they continue as the docile 
children of Government, will the mag- 
nitude of Government and her lending 
agencies be so mighty as to overshadow 
and crush the American system as we 
have known it for 150 years? Will not 
these things, in their last analysis, in- 
volve a movement toward centralization 
and paternalism at once so positive and 
dangerous as to set at naught the teach- 
ings of the great leaders who founded 
our Government? 
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And, third, what will be the effect 
upon the people—the business people 
and the enterprises which they have 
builded laboriously—and the taxpayers 
who, out of their private profits, are 
expected to pay the cost of all this? 
What will be the effect upon chartered, 
privately-owned banks under a_ con- 


stantly-growing Government lending 
policy? 


Ultimate Effects 


It is in no spirit of disparagement 
of the fine purpose that was behind the 
establishment of many of these lending 
agencies, or of the good we know some 
of them have accomplished in the &mer- 
gency, that we pause to consider and 
evaluate, as best we may, the possible 
and ultimate effect upon our American 
economic life, if they are to be con- 
tinued indefinitely. We do know that 
the drastic reduction of interest rates 
has resulted in serious dislocations in 
many parts of our domestic economy 
and by reducing the purchasing power 
of many people have retarded recovery; 
that expansion of loans unduly by 
Government-sponsored agencies in rural 
communities has, in many cases, de- 
prived country bankers of opportunities 
for service and reduced their earnings 
seriously. We do know that with nearly 
$7,000,000,000 in excess reserves in the 
member banks of the Federal Reserve 
System alone, regular banking institu- 
tions of the United States can take care 
of every legitimate demand for credit; 
the fact that 45 per cent of the banks 
made 25 million loans (new loans and 
renewals) in 1939, aggregating 39 bil- 
lion dollars shows that banks are will- 
ing to lend money for every proper 
purpose and where there is a reasonable 
expectation of repayment. Banks should 
not make any other kind of loans nor 
should Government agencies make them. 
We do know, however, that representa- 
tives of Federal lending agencies, backed 
by the cushion of a constantly replen- 
ished Treasury, have pursued ultra- 
liberal lending policies which have been 
embarrassing to the well-intentioned 


banker who is held strictly to collectible 
loans because he has no such cushion 
and might lose his depositors’ money. 
We do know that ultimately the taxpay- 
ers of the nation must pay for any 
losses incurred in connection with the 
last decade. Moreover, as more and 
more liberality seems to be the slogan 
in lending and spending, we may well 
ask ourselves the question, “Will the 
price we are going to pay for these mil- 
lions of easy dollars be more than the 
country and the people can stand?” 


© 


FEDERAL CONTROL OVER 
INDUSTRY 


Acceleration of the defense program 
will probably result in further Federal 
control of industry according to Leo 
M. Cherne, executive secretary of the 
Research Institute of America. In a re- 
cent address, Mr. Cherne remarked that 
“bottlenecks” are likely to occur in 
many situations and that, as transporta- 
tion and productive facilities become 
more valuable and skilled labor becomes 
more difficult to obtain, Federal controls 
will result. 

The first industry to be affected will 
be the machine tool industry, where de- 
mand is far outrunning productive abil- 
ity. Priorities may also be expected in 
other fields where Government needs 
must be given precedence over civilian 
requirements. Mr. Cherne anticipates 
that the immediate future holds the 
probability of price controls, stringent 
regulation of strategic commodities, and 
more changes in the operating methods 
of both industry and labor within six 
months than have occurred in the last 
ten years. 

© 


I urcE financial advertisers not to start 
a campaign of advertising if they can- 
not continue it for an extended period. 
Continuity in advertising works as 
amazingly as compound _interest.— 
Price Gilbert, Advertising Manager, the 
Coca-Cola Company. 





IN 


WASHINGTON 


By Our 


WASHINGTON CORRESPONDENT 


S the year closes there is no doubt 
that Government leaders are in- 
tensely serious and much concerned 

over defense plans and programs. And, 
it should be said parenthetically, the 
word “defense” more and more means 
active alliance with Britain and her 
allies in the conflict with totalitarian 
powers. The program now developing 
here will include banking processes and 
controls over them, especially credit. 
The development of these controls means 
grooving them and restricting them, to 
the end that “total defense” may be 
achieved. 

This whole developing program is 
slowly achieving momentum. The drag, 
or the brake against more rapid attain- 
ment of a state of perfect defense, is 
public opinion. Now, national leaders 
are emphasizing in addresses, and more 
specifically in conversation, that there 
must be speed and more speed in the 
production of arms, ammunition, planes, 
ships and all that is needed by a nation 
at war. 

There is a very thin dividing line 
between an actual state of war and the 
present state of defense. As this is be- 
ing written this dividing line is largely 
thetorical, in fact, much more so than 
the banker leadership and the industrial 
leaders, there will come speed and 
fact is that we are right now at war 
with totalitarian powers. We are, at 
this moment, allies of Britain and the 
other few nations still actively contest- 
ing the over-running of their territories. 
When that is realized, say Washington 


leaders, there will come speed and 
more speed in the production of all 
types of needed materials. 

At the moment, the banking industry 
is but one of the necessary devices to 
stimulate production. If it codperates 
fully and completely with all national 
defense plans, the controls over it will 
be less obvious and less onerous, but 
present nonetheless. The fact is, democ- 
racy in America is changing. It is less 
easy going; it is harder and growing 
tougher. 


Significant Views 


Note these significant words from 
Chester Davis, a quiet spoken member 
of the Federal Reserve Board and Na- 
tional Defense Commission and one who 
has never been given to sensational 
comments: 

“You may balk at the suggestion of 


further Government powers. I say to 
you that I see no chance that the Gov- 
ernment’s share in our economic and 
financial life will not expand both dur- 
ing this crisis and in the years that fol- 
low. For the world that emerges is not 
going to be the world we have known.” 

Mr. Davis was speaking to an agri- 
cultural group in Baltimore when he 
made this statement. He was warning 
them of a harder road ahead. He was 
saying that there must be codperation 
with South America even though such 
cooperation meant apparent competition 
with the products of these countries. 
Note, too, that he referred to an expan- 
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sion in the “Government’s share in our 
economic and financial life.” Now what 
Mr. Davis said in his capacity and 
knowledge is being said much more 
bluntly and pointedly in conversation 
here. It could fairly and accurately be 
summed up about like this: 

“America’s leaders in finance and in- 
dustry must share their authority over 
capital and production. They must take 
orders. They must be willing to lend, 
freely and promptly, of their resources 
and abilities. This is a state of emer- 
gency. We believe that they will do 
this, but, if they don’t, then under the 
state of emergency, the Government will 
assume full control over capital and 
production.” 

It may be argued that this is a form 
of dictatorship. to win against dictator- 
ship. In a sense this is true. The dif- 
ference is that in America, public 
opinion is being appealed to to imple- 
ment the controls, and while this mold- 
ing of public opinion takes time, world 
events move steadily toward some crisis. 

It is pointed out that the course of 
present events may, at any hour of the 
day or night, be interrupted by un- 
pleasant facts which will carry the bald 
designation of a state of war. Washing- 
ton officials are cognizant of this and 
are’ very serious about the whole matter. 
The cry for speed and more speed is a 
race against that apparently inevitable 
moment when circumstances will no 
longer require the use of the word “de- 
fense,” and when the short and ugly 
word “war” better defines foreign 
affairs. 


Financing and Excess Reserves 


The programs of the Treasury, and to 
a slightly lesser extent the Federal Re- 
serve Board, are indicators of the fore- 
going trend. Secretary of the Treasury 
Morgenthau has pointedly said that 
there is to be a drive to secure from 
the public much money in exchange for 
Government securities. Small sums will 
be welcomed, even the twenty-five cent 
piece. Much money will be needed to 
pay for this defense program. The Gov- 
ernment’s debt is to mount. Congress 
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is to be asked and will vote to lift the 
statutory debt limit, perhaps to $75,- 
000,000,000. This may be done imme- 
diately, or in a series of bills during 
1941. 

Just what effect this mounting public 
debt will have on banking processes is 
a cause of much concern. The flow of 
funds into production for planes, arms 
and war equipment and _ increasing 
loans, with the possibility of shortages 
in raw materials, may create an infla- 
tionary circle. Reserve Board Chair- 
man Eccles has voiced his concern over 
excess reserves and how the control of 
the price structure must be admin- 
istered. 


Tax-Exempt Securities 


The Treasury has spurred its offen- 
sive to remove the tax-exemption privi- 
lege from Federal securities. For many 
years Treasury Secretaries, Republican 
and Democrat, have asked that Congress 
put Federal and local securities in the 
taxable class. Now an effort will be 
made to bring this about under the 
guise of a defense need. Whether the 
states will acquiesce is not now of first 
importance, the Federal Government is 
going to make its issues taxable, re- 
gardless. Despite some mild objections 
by members of the Reserve Board, Sec- 
retary Morgenthau tried an experiment” 
with Treasury notes and was successful: 

It is apparent that this program offers 
three possible benefits: First, the Treas- 
ury will receive additional incOme in 
the form of taxes—not much, but some. 
Second, the Government willhave ap- 
preciably broadened the interpretation 
of the 16th constitutional amendment 
dealing with taxing power. Third, there 
are political benefits in being able to 
point out that there is now no longer 
any refuge for “slacker money.” 


Foreign Loans 


And speaking of the Treasury, it is 
taking an active part in making loans 
to nations willing to line up with this 
democracy against the dictator nations. 


The Stabilization Fund has, at last, 
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found a practical use and one that is 
not being opposed. Loans from this 
fund have been made to South Ameri- 
can nations and to China, supported by 
additional loans through the Govern- 
ment’s Export-Import Bank. The fund 
could be used to aid Britain, and may, 
eventually. As though rehearsed, the 
Treasury Secretary and the Federal 
Lending Administrator, both testified to 
the excellent credit rating of the British 
people. 

Whether the new Congress will be 
asked to modify the Johnson and 
Neutrality acts, both of which forbid 
loans to foreign nations at war or in 
default, remains to be seen. There 
might be delay in such a request. On 
the other hand, there could be less dis- 
agreement over outright grants or gifts 
of credit. This is on the assumption 
that Britain is fighting on our front 
line and that we as an ally should aid 
in every way possible. At this time, the 
trend seems definitely toward a more 
liberal gesture than is embodied in a 
loan agreement. 


New Congress and Banking 


What will the new Congress be asked 
to do for, or with banking? The first 
answer is conditioned on the state of 
foreign affairs. It seems quite clear 
that legislation will be asked to control, 
in some manner, excess reserves of 
banks. The fear of inflation is so great 
that any legislation which promises to 
prevent inflation will encounter little 
difficulty. 

After technical legislation to control 
inflation, all other banking programs 
desired seem largely secondary, if ef- 
forts to place defense activities remain 
first in the public mind. Changes in 
the deposit insurance assessment, branch 
banking expansion or contraction, the 
Federal Home Loan System, and super- 
vision of insurance companies all have 
a chance, but, with the exception of the 
latter, are not beirig much talked about 
among practical leaders of banking 


thought. They are interested, but have 
not that degree of interest they once 
had. This is again due to the serious- 
ness of foreign affairs. 

Along with a new bill to change Fed- 
eral insurance assessments, are other 
old and disagreeable legislative pro- 
posals. These include another Jones- 
Wheeler bill in the field of agricultural 
credit. There is some talk about fur- 
ther reorganization of Government 
agencies, including banking. This, too, 
is possible. 


RFC and Wage-Hour Moves 


The flurry that obtained when Fed- 
eral Lending Administrator Jesse Jones 
announced that 114 per cent and 4 per 
cent funds were available for defense 
loans under bankable contracts, has 
apparently subsided. Mr. Jones has 
merely accomplished two things: he has 
drawn recognition of the part he is 
playing in the effort, and has served to 
warn private commercial banking that 
it can expect but small profits. It is 
highly unlikely that the Reconstruction 
Finance Corporation will make any 
great number of these loans, practically 
speaking. The RFC will, however, serve 
as a club in the closet over banking. 


On another banking front, that of 
labor,- a single move has been made. 
The first legal case has been filed un- 
der the Fair Labor Standards Act 
against the National Bank of Commerce 
of Charleston, West Virginia. The 
charge is that the bank is not keeping 
proper records. The Wage-Hour Ad- 
ministration has said that it is willing 
to prove in the courts that banking is 
cubject to this law. If the case is car- 
ried through, this may be significant. 


Closely related to banking is the pro- 
gram of New Deal leadership to bring 
life insurance companies under some 
form of supervision, probably under 
the Securities and Exchange Commis- 
sion. Such a move has long been con- 
templated. Legislative efforts in this 
field may not achieve easy success how- 
ever. 
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Investment 


oo 
and Finanee 
Epitep By OSCAR LASDON 


Interest Rates 


EDERAL officials do not seem to be 

in agreement regarding the desir- 

ability of continuing low interest 
rates. 

On the one hand, Secretary of Com- 
merce Jesse Jones thinks that interest 
rates should continue low and that the 
present easy money policy should be 
retained permanently. Mr. Jones is in- 
terested in easy money because he re- 
gards it as necessary to stimulate capital 
investment. The RFC chief is evidently 
of the opinion that commodity price 
inflation can be checked without the 
necessity of cutting down the volume of 
surplus funds and increasing interest 
rates. 

On the other hand, Marriner Eccles, 
Chairman of the Federal Reserve Board, 
feels a little differently. Mr. Eccles is 
concerned about the possibilities of in- 
flation and accordingly wants to con- 
tract credit through a reduction in the 
volume of bank deposits and a decrease 
in excess reserves. ‘Mr. Eccles wouldn’t 
mind seeing higher open market yields 
on shorter-term Treasury securities, so 
that idle corporate balances might be 
advantageously invested. Mr. Eccles is 
also interested in seeing higher yields 
in the long-term bond market—yields 
that would be attractive enough to as- 
sure active demand for obligations ‘by 
insurance companies, savings banks and 
individual investors. The Reserve Board 
head would like to see commercial 
banks reduce their holdings of Govern- 
ment bonds. 
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It will be remembered that Mr. Eccles 
endeavored to check anticipated infla- 
tionary tendencies in 1936 and 1937 
through the raising of reserve require- 
ments. At that time Mr. Eccles expected 
the bond market to remain stable despite 
the restrictive credit measures that were 
taken. In the present instance, however, 
the line of action being contemplated 
is much more drastic and an increase 
in bond yields, or conversely a decline 
in bond prices, is desired. Business 
activity, Mr. Eccles feels, will continue 
apace because of the rearmament pro- 
gram. In the 1936-37 episode, as may 
be recalled, it was proposed to check 
business but keep the bond market 
stable. 

Mr. Eccles also urges, as part of a 
comprehensive program to adjust our 
economy, revision of the tax structure, 
an increase in excess profits taxes, 
sterilization of gold and the introduction 
of a modified “baby bond.” With regard 
to the latter suggestion, Chairman 
Eccles observes that “Some considerable 
borrowing, in lieu of taxes, from the 
mass of the population, in the form of 
a modified ‘baby’ bond, would be highly 
desirable, especially after a full employ- 
ment income has been reached. If sav- 
ings bonds are held widely through the 
country, by the whole population, a de- 
gree of security is. achieved against un- 
foreseen contingencies. In so far as 
such bonds may, after the defense effort 
is over, be converted into cash and the 
proceeds spent, business activity would 
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thereby be stimulated just at the time 
when it needs to be sustained. Such a 
program would provide in some meas- 
ure a post-defense cushion against de- 
pression. It therefore would seem to 
me wise, as employment increases and 
the income of the mass of the popula- 
tion rises, to intensify the national cam- 
paign to sell as many savings bonds as 
possible, especially to the middle in- 
come classes. Such borrowing would 
not preclude us from balancing the 
budget because we could use the pro- 
ceeds from the sale of savings bonds to 
retire a part of the Federal debt now 
outstanding in the hands of banks and 
corporations.” 


—_ 


NATIONAL INCOME 


Advices from Washington indicate 
that government economists expect the 
national income to attain a figure of 
$85,000,000,000 in 1941 and a total of 
over $90,000,000,000 in 1942. National 
income for the year 1940 is estimated 
at about $74,000,000,000. In 1929, at 


the peak of the boom, a figure of $81,- 


000,000,000 was reached. 

It is pointed out that business will 
have to expand to satisfy industrial de- 
mand and that armament expenditures 
will increase much further. The steel 
industry, for example, is expected to 
expand its facilities in no small degree. 
The impact of the defense program, it 
is claimed, has not as yet been fully 
felt even though plants are working at 
capacity levels. 


_ 


SAVINGS BANK LEGISLATION 


Savings banks will ask the New York 
State Legislature for a number of addi- 
tional privileges when that body con- 
venes this month. The Savings Banks 
Association is expected to petition for 
a modification of the mortgage mora- 
torium, a reduction in costs of fore- 
closure, the privilege of extending 
branch banking facilities and, finally, 
for the right to make personal loans. 

There is believed to be only limited 
opposition to the proposal to allow the 


savings institutions to extend branch 
facilities. At least, while some indi- 
vidual commercial banks may feel 
keenly about the matter, the New York 
State Bankers Association is not ex- 
pected to contest this request. The State 
Banking Department, it may be noted, 
has been in favor of this development 
since 1938. 

The savings banks base their argu- 
ment for branch banking powers on the 
grounds that savings banking facilities 
will be extended in areas where they 
are needed. This will obviate the neces- 
sity of chartering new institutions in 
those areas. It is also claimed that na- 
tional defense efforts will be indirectly 
assisted by such a development. 

In the matter of personal loans, the 
savings banks’ stand will undoubtedly 
be contested once more by commercial 
banks. Last year, savings banks were 
unsuccessful in their attempt to obtain 
this privilege, largely the result of op- 
position by commercial banking institu- 
tions. Savings banks claim the personal 
loan privilege is needed because of de- 
positors’ needs. 

With regard to foreclosure costs, it 
is stressed that only in the State of 
Illinois are expenses higher. In com- 
parison with other states, however, New 
York costs are anywhere from five to 
ten times greater. 


a 


GOLD STANDARD 


In the “International Gold Standard 
Reinterpreted, 1914-34,” Professor 
W. A. Brown, Jr., of Brown University, 
examines the causes of the breakdown 
of gold as a standard of exchange. 

Professor Brown notes that the inter- 
national gold standard, in the form it 
assumed prior to the outbreak of the 
first World War, was essentially a@ 
world-wide sterling standard. Further- 
more, in the post-war decade of the 
*twenties, a return to gold was achieved 
only by a “misuse of methods of inter- 
national finance developed under and 
appropriate to pre-war conditions.” 
Under this arrangement, it is declared, 
fundamental and necessary economic re- 
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adjustments were postponed. Thus, 
these efforts to restore the pre-war gold 
standard were applied under circum- 
stances which differed basically from 
those prevailing prior to 1914. 


Discussing the prospects of the re- 
storation of gold as an international 
standard in the nineteen-thirties, the dis- 
cussion points out that such a recon- 
struction depended upon a “realistic 
adaptation of the economic powers to 
a new economic environment, the de- 
velopment of new techniques, the co- 
ordination of the monetary and credit 
policies of Great Britain and the United 
States and the maintenance of economic 
and political peace.” This was quite a 
large order and, as Professor Brown 
reminds us, the events of 1931-34 did 
not lend any definite assurance that such 
requirements could be met. 

As to present day problems, Professor 
Brown calls attention to the contrast 
between the exchange control systems 
and the gold standard and asks, very 
frankly, whether the advantages of na- 
tionalism and national self-sufficiency 
do not outweigh the advantages of an 
international division of labor. Also to 
be considered is whether the advantages 
of an appropriately managed gold 
standard system with fixed exchange 
rates are greater than the advantages of 
alternative systems of stabilized national 
economies with free exchange rates, or 
of exchange control and authoritarian 
planning. In other words, we must de- 
termine for ourselves the desirability of 
a return to gold. 


Internal monetary management with 
fluctuating exchanges, maintenance of 
fixed rates by an international gold 
standard, and exchange control, all have 
one common long-run objective. That 
objective is the achievement of maxi- 
mum stability, both internally and ex- 
ternally. Exploring this situation, the 
volume makes the following noteworthy 
comment. “If all major economic 
powers follow a policy of internal price 
stability, relatively stable exchange 
rates are both a consequence of that 
policy and an aid in its execution. If 
all major economic powers join in an 


international convention of any sort 
permanently fixing the exchange rates 
between them, relatively stable prices 
are both a consequence of that conven- 
tion and a requirement for its continued 
existence. This requirement cannot be 
met in a free economy unless a basic 
economic equilibrium can be estab- 
lished. 

“Under all these policies currencies 
are managed. None can be passive and 
none can be successful as an instrument 
for promoting human welfare unless 
there is economic and political peace. 
The policies of free exchanges and of 
exchange control can more easily be 
converted into instruments of economic 
warfare than the policy of fixed ex- 
changes and flexible economies as 
exemplified by the international gold 
standard, but in an environment of wars 
and rumors of wars all long range cur- 
rency policies are a delusion. As R. H. 
Tawney has said of the mercantilism of 
the Eighteenth Century, all that is left 
is a collection of expedients.” ; 

This work is published under the 
auspices of the National Bureau of Eco- 
nomic Research. 


_ 


BOND NOTES 


The results of a field survey on “The 
Management of Bank Investments in 
Massachusetts,” have just been released 
by Professor John W. Tuthill of North- 
eastern University, who conducted the 
investigation. 

Based on information furnished by 
86 commercial and savings banks and 
trust companies in the State of Massa- 
chusetts, the report notes many interest- 
ing facts. With regard to policy govern- 
ing the determination of maturity dates 
of obligations held in bond accounts, 
it was learned that 
34 institutions maintained a 

spread of maturity dates, i 
14 institutions maintained a policy of short- 

term dates, 

34 institutions maintained a policy of chang- 
ing maturity dates depending upon 
analysis of interest trend, 

1 institution maintained a policy of stag- 
gered maturities modified by changing 


emphasis upon the most attractive ma- 
turity. 


permanent 
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As to the type of investment advice 
used in the formulation of portfolio 
policy, the following classifications were 
reported: 


Investment advisory services 
Investment counsel 
Investment banking house 
Correspondent banks 


Some institutions used all four of the 
above services. In addition, ten insti- 
tutions reported that they employed 
bond analysis men on a full-time basis, 
while seventy did not. 

On the basis of the questionnaire sur- 
vey, it was stated, the following con- 
clusions may be drawn with reference to 
changes in investment policies of Massa- 
chusetts banks: 


“1. A vast number of Massachusetts 
bankers recognize the change in invest- 
ment emphasis, and believe it is of more 
than a temporary nature. A few indi- 
vidual banks have apparently been able 
to obtain and interpret valuable invest- 
ment advice, but a very large number 
have continued to operate on lines very 
similar to those on which they were op- 
erating in the 1920's. 

“2. Almost half of the banks co- 
operating in this study state that they 
are changing maturity dates on the basis 
of an analysis of interest trends. (When 
one considers the vast perplexities of an 
analysis of interest trends and the quite 
well recognized fact that at least up to 
1937 well-trained staffs of our city 
banks had on the whole made faulty 
analyses, it would require an extremely 
optimistic outlook to suggest that small 
scattered individual banks would likely 
meet with any success in this direction. 
The author feels that the opposite con- 
clusion is warranted, and that the at- 
tempt of small banks to adjust matur- 
ities on the basis of interest trends is 
an almost impossible task for them to 
accomplish successfully. Nevertheless, 
a very substantial number of our 
bankers feel required to attempt it.) 

“3. Over 50 per cent of the bankers 
cooperating in the survey would encour- 
age some sort of mutual investment con- 
ferences, and over one-third approve the 


establishment of a central investment re- 
search organization.” 


— 


WAR FINANCE 


The exigencies of war will soon re- 
quire financial assistance for Great 
Britain. Inasmuch as Great Britain is 
purchasing a great proportion of its 
manufactured war supplies in the 
United States and we have a definite 
stake in a British victory, it is only 
natural that appeals for ‘aid should be 
addressed to these shores. Dollar bal- 
ances in large amount are England’s 
need, they furnish the life-blood which 
imparts vigor into the sinews of war. 

The British have been spending some- 
thing close to $50,000,000 a day in 
carrying on the conflict. Not all of this 
money has been spent in the United 
States, other parts of the Empire such 
as Canada and Australia have also been 
forwarding supplies. However, this rate 
of spending can even run the well of 
British resources dry. And while sub- 
stantial holdings of American securities 
and balances yet remain, these will not 
last indefinitely. 

Congress may yet refuse to amend or 
repeal the Johnson and Neutrality Acts. 
The Johnson Act prohibits credits to 
any government which is in default to 
this nation on its war debt, while, under 
the Neutrality Act, no belligerents can 
receive credits or loans. However, even 
in such event, it is still possible for 
financial aid to be granted Britain. It 
would be possible, for example, for the 
RFC to grant a collateral loan against 
British security and direct investments 
in this country. British investments in 
Canada and South America might also 
be pledged. 


© 


It will be found that in many banks: 
tradition and _ ill-founded principles 
have had much to do with the methods: 
and practices that obtain; and the only 
reason for doing things a certain way 
is that they have always been done that 
way.—William H. Kniffin. 
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Securities 


HIS one compact volume contains the 
most complete and thorough discus- 


_ sion yet to appear of that difficult and 


perplexing phase of banking administra- 
tion—the management of the bond port- 
folio of a bank. 

An increasing amount of attention and 
discussion have been given in _ recent 
months to the bond portfolios of banks 
and to the analysis of securities by bank- 
ers, but practically nothing has been said 
or written on the question of how to deter- 
mine what bonds the individual bank 
needs to meet its own particular require- 
ments. Here, at last, is an answer to 
many of the questions in this field which 
have been plaguing bankers for years. 


You Must “Know Your Bank”’ 


That it is necessary for a bank to have 
sound policies and programs if it is to 
manage its secondary reserve and its in- 
vestment account successfully, is the 
central idea around which this book is 
written. Coupled directly and imme- 
diately with this basic concept is the thesis 
that, in order to accomplish this end, the 
first step for every banker to take is to 
study and analyze his own bank for the 
purpose of policy formations and admin- 
istration in this field. As Mr. Robert M. 
Hanes, President of the American Bank- 
ers Association says, you must “know 
your bank.” 


Price $5.00 
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ON THE 


WEST COAST 


By JOHN FARNHAM 


NCE again the suit of the Secu- 
rities and Exchange Commission 
against Transamerica Corporation 
occupies West Coast attention as the 
year ends. Almost exactly two years 
after the suit was first instituted in late 
1938, it broke again into the headlines 
in the middle of last month. The po- 
litical, nature of the case is sharply 
underlined by the fact that the SEC 
was careful to wait until after the elec- 
tion was safely over before renewing 
its attack, although the best informa- 
tion here indicates that its ammunition 
was ready six months ago. The case 
hinges around an order on Transamerica 
by the SEC to remove its stock from 
Stock Exchange listing. The SEC’s 
charges defending this order mainly in- 
volve the relationship of Transamerica 
with some of its subsidiaries and rela- 
tionships as between one subsidiary and 
another. 
Reopening the case on the vitupera- 
tive note which it struck here indicates 
to the “Street” that the SEC is deter- 
mined to break up Transamerica, forc- 
ing it to distribute its holdings where 
it has practical, if not actual, control 
of such subsidiaries as Pacific Coast 
Mortgage Company. This supposition 
is substantiated on the grounds that if 
the Securities Commission actually 
wished to remove the stock of Trans- 
america Corporation from trading all 
it would have to do would be to remove 
it. Since it has not done that, it is felt 
that it is using its power to remove the 
stock as a weapon to force something 
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else. That something else is presumed 
to be the divorcement of such Trans- 
america subsidiarits as deal or have 
dealt in the past with Bank of America, 
N. T. & S. A. 

To predict where the fight will end 
is impossible. All that can be said is 
that the fight is likely to last a long 
time and that before it is over it will 
be carried through the courts. It looks 
as though it would be an issue all the 
way through the third term, maybe 
longer. 


Los Angeles Interest Rates 


Effective the first of the year, the 
principal Los Angeles banks have de- 
cided to catch up with the trend in the 
rest of the country and reduce the rate 
on savings and time certificates of de- 
posit. The new rates are to be as fol- 
lows: In the savings departments, 
amounts up to $2,000 will carry 14% 
per cent, sums in excess of $2,000 and 
up to $10,000 are rated at 34 per cent 
and all in excess of that at 4% per cent. 
Three months’ certificates are to be %4 
per cent and six months 1% per cent. 
These rates are still higher than can 
be had in most parts of the country, 
although, as this is written, the San 
Francisco banks have given no notice 
of dropping below a basic 2 per cent 
rate in their savings departments on 
amounts of $2,500 or less. 


Defense Employment Problems 


If, as and when the war boomlet goes 
under, both Hawaii and Denver, Colo- 
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rado, see trouble ahead. Hawaii is be- 
ing developed as one of the great 
fortresses of all time and thousands of 
persons from all lines of work are go- 
ing out to the Islands seeking jobs. 
Most of them are getting jobs. But 
when Hawaii is built what will they 
do? The Islands don’t know. There 
is little real industry there and less op- 
portunity for developing any. It looks 
as if. another relief project was in the 
making. 

To a lesser degree the same applies 
to Denver, because it is easier to get 
away from a place by land than by sea. 
During the past two years, and par- 
ticularly during the past six months, 
Denver has been developing as one of 
the major army air centers of the 
country, with the result that a good 
many thousands of persons have been 
lured to Denver to get aboard the build- 
ing band-wagon. But all this activity 
won’t last. Denver has no industry 
capable of absorbing these people and 
so when the Government says “she’s 
done boys,” there is going to be a col- 
lapse. It will be hard on one of the 


pleasantest places in which to live that 
man ever created under the shadows of 
God’s own mountains. 


Congressional Re-apportionment 


Without checking the clips, I wouldn’t 
know, but it seems to me that I have 
said now and then that the West was 
going to be an important part of the 
country one of these days. The 1940 
Census, or rather the Congressional re- 
apportionment under the Re-apportion- 
ment Act of 1929, is underlining such 
a statement. For under the expected 
Re-apportionment the Far West gains 
four seats, counting New Mexico five 
seats, in the Congress assembling in 
1943. These seats will be at the ex- 
pense of the East and Mississippi Val- 
ley States, and they raise the Far West’s 
quota in the National House to about 
10 per cent of the membership, against 
4 per cent less than forty years ago. 
This would indicate that the seat of po- 
litical power in these United States is 


moving Westward. That is of impor- 
tance to every banker, because it means 
a re-orientation in economic thought 
so far as national legislation is con- 
cerned. Since the days of Bryan’s 
Cross of Gold, the Republican Party to 
retain its power has had to compromise 
with the views of Plainstatesmen like 
LaFollette of Wisconsin, Norris of Ne- 
braska and Wheeler of Montana. The 
Plains country has grown arid and is 
losing its strength in Congress as well 
as its power in debate. It may well 
be that it will be replaced by the: Pa- 
cific Slope. It is hard to say what the 
voice of the Far West would enunciate. 
We are a strange breed of paradoxes 
west of the Sierras and the Cascades. 
In ways we are more conservative than 
Massachusetts and in ways more radi- 
cal than Union 


New Service Charge System 


The Washington Bankers Association 
has recommended a new system of 
figuring service charges on checking 
accounts. Under this new plan, a basic 
charge of fifty cents per month will be 
made on each account, and to this will 
be added a charge for collecting checks, 
handling checks and deposits, and for 
the handling of currency and silver. The 
charge for collecting out-of-town checks 
will be two cents per check; for checks 
on local banks, one cent; for handling 
checks and deposits, three cents; and for 
handling currency and silver, thirty 
cents per $1,000. Earnings at the rate 
of 3 per cent on the net average balance 
will be allowed on each account, and 
this amount credited against the service 
charge. 


© 


INASMUCH as the banker must deal with 
simple mathematics all his life, first in 
keeping records and afterward in the 
administrative work in respect to man- 
agement in general, unless the pros- 
pective banker has a liking and an 
aptitude for the mathematics of banking 
he can never hope to be a banker.— 


William H. Kniffin. 
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this book 
was written 


INCREASING PERSONAL LOAN BUSINESS 


by R. E. DOAN and G. F. FOLEY 
Price $2.50 


The Chapters HE Personal Loan Department has far 
greater possibilities than have hitherto 
. Who Borrows. Why They been realized. Mr. Doan and Mr. Foley 
Borrow recognize the human features of this department 
. Practical Operating Suggestions in its possibilities for service te the worthwhile 
citizens of the community but they have gone 
further in their investigation of the country’s 
successful Small Loan Departments to answer 
. Introduction to “THE the questions: How May Profits Be Increased? 
DENVER PLAN” How May Services Be Broadened? How May 
. DENVER PLAN and Large Its Facilities Be Extended to Serve Business 
Firms as Well as the Individual? 


. Advertising Personal Loan 
Department 


Department Stores 


. DENVER PLAN and Small Besides these questions the authors as 

Retailers, Professions originators of the now famous “DENVER 
PLAN” present their experiences and set forth 
for the first time the entire operation of this plan 
which assists retail merchants to liquidate their 
. FHA Mortgage Loans delinquent accounts. 


. Systematizing FHA Moderniza- 
tion Loans 


May we send you on 5 days’ approval a copy of 
INCREASING PERSONAL LOAN BUSINESS? 


BANKERS PUBLISHING COMPANY 


465 Main Street ——- - Cambridge, Massachusetts 
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LOOKING BACK 


Selections from the Banking, Financial 
and Economic Thought of the Past 
Which Apply to Today’s Problems. 


Epirep sy KEITH F. WARREN 


CHARLES DICKENS WRITES FOR 
THE BANKERS MAGAZINE 


The following is taken from an article 
entitled “Bank-Note Forgeries” by Charles 
Dickens which appeared in THe BanxkKERs 
MaGazine in January, 1851. 


OME years ago—in the days of the 
thirty-shilling notes—a_ certain 
Irishman saved up the sum of 

eighty-seven pounds ten, in notes of the 
Bank of Ireland. As a sure means of 
securing this valuable property, he put 
it in the foot of an old stocking, and 
buried it in his garden, where Bank- 
note paper couldn’t fail to keep dry, 
and to come out, when wanted, in the 
best preservation. 

After leaving his treasure in this ex- 
cellent place of deposit for some 
months, it occurred to the depositor to 
take a look at it, and see how it was 
getting on. He found the stocking-foot 
apparently full of the fragments of mil- 
dewed and broken mushrooms. No 
other shadow of a shade of eighty-seven 
pounds ten. 

In the midst of his despair, the man 
had the sense not to disturb the ashes 
of his property. He took the stocking- 
foot in his hand, posted off to the Bank 
in Dublin, entered it one morning as 
soon as it was opened, and, staring at 
the clerk with a most extraordinary ab- 
sence of all expression ‘in his face, said: 

“Ah, look at this, Sir! Can ye do 
anything for me?” 
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“What do you call this?” said the 
clerk. : 

“Eighty-sivin pound ten, praise the 
Lord, as I’m a sinner! Ohone! There 
was a twenty as was paid to me by Mr. 
Phalim O’Dowd, Sir, and a ten as was 
changed by Pat Reilly, and a five as 
was owen by Tim; and Ted Connor, 
ses he to ould Phillips sg 

“Well! Never mind old Phillips. 
You have done it my friend!” 

“O Lord, Sir, and it’s done it I have, 
most com-plate! O, good luck to you, 
Sir, can you do nothing for me?” 

“T don’t know what’s to be done with 
such a mess as this. Tell me first of 
all, what you put in the stocking, you 
unfortunate blunderer?” 

“O, yes, Sir, and tell you true as it 
was the last word I had to spake en- 
tirely, and the Lord be good to you, 
and Ted Connor ses he to ould Phillips, 
regarden the five as was owen by Tim, 
and not includen of the ten which was 
changed by Pat Reilly i 

“You didn’t put Pat Reilly or ould 
Phillips into the stocking, did you?” 

“Is it Pat or ould Phillips as was 
ever the valy of eight-sivin pound ten, 
lost and gone, and includen the five as 
was owen by Tim and Ted Connor——” 

“Then tell me what you did put in 
the stocking, and let me take it down. 
And then hold your tongue, if you can, 
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and go your way, and come back to- 
morrow.” 

The particulars of the notes were 
taken, without any reference to ould 
Phillips; who could not, however, by 
any means be kept out of the story; and 
the man departed. 


When he was gone, the stocking-foot 
was shown to the then chief engraver 
of notes, who said that if anybody could 
settle the business, his son could. And 
he proposed that the particulars of the 
notes should not be communicated to 
his son, who was then employed in his 
department of the Bank, but should be 
put away under lock and key; and that 
if his son’s ingenuity should enable 
him to discover from these ashes what 
notes had really been put in the stock- 
ing, and the two lists should tally, the 
man should be paid the lost amount. 
To this prudent proposal the Bank of 
Ireland readily assented; being ex- 
tremely anxious that the man should not 
be a loser; but, of course, deeming it 
essential to be protected from imposi- 
‘ tion. 

The son readily undertook the deli- 
cate commission proposed to him. He 
detached the fragments from the stock- 
ing with the utmost care, on the fine 
point of a penknife; laid the whole 
gently in a basin of warm water; and 
presently saw them, to his delight, be- 
gin to unfold and expand like flowers. 
By and by, he began to “teaze” them 
with very light touches of the end of a 
camel’s-hair pencil, and so, by little and 
little, and by the most delicate use of 
the warm water, the camel’s-hair pencil 
and the penknife, got the various mor- 
sels separate before him, and began to 
piece them together. The first piece laid 
down was faintly recognizable by a 
practiced eye as a bit of the left-hand 
bottom corner of a twenty-pound note; 
then came a bit of a five; then of a ten; 
then more bits of a twenty; then more 
bits of a five and ten; then, another 
and so on, until, to the admiration and 
astonishment of the whole Bank he 
noted down the exact amount deposited 
in the stocking, and the exact notes of 
which it had been composed. Upon 


this—as he wished to see and divert 
himself with the man on his return—he 
provided himself with a bundle of cor- 
respondin 

and awaites 


new, clean, rustling notes, 


arrival. 
inquiry, 3 


. igang 
iikera : 
dg_anything for me, & 
Sir?” \ 


whee ogee Raa 


know I ca mething. But 
I have reat deal o oe ry 
lost a great de jime, and I 

know what you at. fo bitd | 

‘Is it give, Sir? Thin is Foal any 
thing I wouldn’t give for my eight-sivin 
pound tin, Sir; and it’s murdered I 
am by ould Phillips.” 

“Never mind him; there were two 
twenties, were there not?” 

“O holy Mother, Sir, there was! Two 
most illigant twenties! and Ted Connor 
—and Phalim—which Reilly—” 

He faltered and stopped as our 
friend, with much ostentatious rustling 
of the crisp paper, produced a new 
twenty, and then the other twenty, and 
then a ten, and then a five, and so forth. 
Meanwhile, the man, occasionally mur- 
muring an exclamation of surprise, or 
a protestation of gratitude, but grad- 
ually becoming vague and remote in 
the latter as the notes reappeared, look- 
ing on, staring, evidently inclined to 
believe that they were the real lost 
notes, reproduced in that state by some 
chemical process. At last they were all 
told out, and in his pocket, and he still 
stood staring and muttering, ‘O holy 
Mother, only to think of it! Sir, it’s 
bound to you for ever that I am!”—but 
more vaguely and remotely now than 
ever. 

Well,” said our friend, “what do you 
propose to give me for this” 

After staring and rubbing his chin 
for some time longer, he replied with 
the unexpected question,— 

“Do you like bacon?” 

“Very much,” said our friend. 

“Thin it’s a side as I'll bring your 
honor tomorrow morning, and a bucket 
of new milk—and ould Phillips—” 

“Come,” said our friend, glancing at 
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BANK 
ACCOUNTING 


AND 


AUDIT CONTROL 


By 
JAMES E. POTTS 


Auditor 
Tue First Natronat Bank oF Boston 
Boston, Mass. 


cd 


‘ies BOOK is a study of account- 
ing and audit control as applied 
to banking. It starts with a typical 
statement of a large bank. This is 
broken down into a more detailed 
list of accounts and each account 
is then traced back to the trans- 
actions which gave rise to it. In 
so doing the accounting procedure 
involved is studied and also the 
audit control factors which may 
be applicable in each case. 

The book is profusely illustrated 
with various forms used for audit 
control. It should be of value 
not only to the student of bank 
accounting but to comptrollers, 
auditors and bank executives in 
general as well as to public account- 
ants and bank examiners. 


Price $4 delivered 


BANKERS PUBLISHING CO. 
465 Main Street, Cambridge, Mass. 


Please send me on approval a copy of 
“Bank Accounting and Audit Control’ by 
James E. Potts. At the end of 5 days I 
will either remit $4 or return the book. 
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a notable shillelah the man had under 
his arm, “let me undeceive you. I 
don’t want any thing of you, and I am 
very glad you have got your money 
back. But I suppose you’d stand by 
me, now, if I wanted a boy to help me 
in any little skirmish?” 

They were standing by a window on 
the top story of the bank, commanding 
a courtyard, where a sentry was on 
duty. To our friend’s amazement, the 
man dashed out of the room without 
speaking one word, suddenly appeared 
in the courtyard, performed a war-dance 
round this astonished soldier,—who was 
a modest young recruit,—made the shil- 
lelah flutter, like a wooden butterfly, 
round his musket, round his bayonet, 
round his head, round his body, round 
his arms, inside and outside his legs, 
advanced and retired, rattled it all round 
him like a firework, looked up at the 
window, cried out, with a high leap in 
the air, “Whooroo! Thry me!”— 
vanished,—and never was beheld at the 
bank again from that time forth. 


©. 


LOAN MEN MUST BE SALES. 
MINDED 


WE must be sales-minded in our rela- 
tions with the public, and loaning offi- 
cers as well as other officers and em- 
ployes of our banks are all new business 
men, frequently the most important 
new business men we have. After all, 
we are selling nothing more than a 
service at what we fervently hope will 
show us a modest profit, and goodness 
knows under present conditions the cost 
of our services is extremely low. The 
day has definitely passed when a banker 
can sit on his assumed dignity and wait 
for business to come in. We are com- 
peting with other similar services, and 
unless we are progressive, alert, and 
even aggressive, we may lose to other 
credit sources some of the business that 
is rightly ours—E. C. Gersten, Presi- 
dent, Public National Bank and Trust 
Company, New York City, in a recent 
address. 
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GENERAL MOTORS ACCEPTANCE CORPORATION 


is engaged primarily in facilitating 
wholesale distribution and retail 
sales of the following products 
of General Motors Corporation 
and its world-wide affiliates: 
CADILLAC, BUICK, OLDSMOBILE, 
PONTIAC, CHEVROLETautomobiles; 
FRIGIDAIRE appliances for refrig- 
eration and air conditioning; 
DELCO lighting, power 

and heating equip- 
ment; GMC trucks; - A ( 
BEDFORD, VAUX- 

HALL and other 


Nh \ 1 
CE CYR 


INSTALMENT 


foreign made automotive vehicles. 

The business consists of invest- 
ments in self-liquidating credits, 
widely diversified as to region 
and enterprise, capital employed 
being in excess of $80,000,000. 

In obtaining short term accom- 
modation, GMAC issues one stan’ 
dard form of note. This obliga- 
tion it offers to banks 
and institutions, in 
convenient maturities 
and denominations at 
current discount rates. 


PLAN 


These NOTES are available, in limited amounts, upon request. 
EXECUTIVE OFFICE NEW YORK - BRANCHES IN PRINCIPAL CITIES 


CARGO OF GOLD 


How the gold of the Bank of Norway 
was shipped out of the country before 
the Nazis got to it is revealed in C. J. 
Hambro’s book, “I Saw It Happen in 
Norway,” published by Appleton-Cen- 
tury. He says: “The cases with the 
bullion were placed in barrels—all the 
barrels were put on deck, roped to- 
gether with special floating facilities and 
fastened to a small yacht also placed 
on deck. If the ship should be tor- 
pedoed and go down, the yacht and the 
barrels would then automatically float, 
and we were supposed to tow the gold 
to a safe harbor.” 


© 
DEFENSE PROGRAM CHALLENGE 


Tue defense program presents a real 
challenge to the system of free enter- 
prise. To convert a peacetime economy 
into a defense program economy ap- 
proaching a war economy in character 
and magnitude, requires great sacrifice, 
patience and effort. It will call upon 


us to make many extra efforts, to put 
aside many preconceptions in order that 


we may place the credit facilities of our 
institutions at the service of defense ac- 
tivities speedily. By doing our full part 
we shall make our contribution to the 
preservation of the democratic way.— 
P. D. Houston, President, American 
Bankers Association, in a recent ad- 


dress. 
© 


THE worst competitive element in any 
business comes from a competitor who 
does not know his costs, or who in figur- 
ing them is not careful to list all of the 
cost items. This is especially true in 
the smaii loan business. Because we 
are dealing with small amounts all the 
time, necessarily, our profit per unit is 
also very small. Not only is the banker 
who does not know his costs harmful 
to other consumer credit lenders but, of 
equal importance, to the entire con- 
sumer credit lending set-up as a whole. 
—Walter B. French, Deputy Manager, 
American Bankers Association, in a re- 
cent address. 
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both in the 


INANCIAL 
countries actually engaged in war 
and in those not so engaged, are 
inextricably entangled with the situa- 


affairs, 


tion which the European war has 
created. The elements usually govern- 
ing the affairs of nations, both in 
their domestic relations and in their 
relations with other lands, are either 
completely upset or so disturbed as to 
greatly restrict the ordinary operations 
of trade and finance. Europe, Asia 
and Africa are all nonetheless theaters 
of military operations. And _ while 
peace prevails throughout the Western 
Hemisphere (excepting Canada’s in- 


volvement with Germany), even where 
peace exists it is subjected to the effects 
of the war elsewhere. 

The air battle between England and 
Germany continues with unabated fury. 
But in one respect a striking change 
has taken place in the military conflict. 


Fonnded 1848. 






First established 
private bank in 
Norway 


Financial 
Situation 


Christiania Bank og Kreditkasse 


Oslo, Norway 


Telegraphic address: Kreditkassen 
BaNnKING BusINEss OF EVERY 
DESCRIPTION TRANSACTED 


New York Agents: 


The National City Bank, Guaranty Trust Company, Irving Trust Company and 
The Chase National Bank 
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Abroad.. 


A Monthly Survey 


Greece has shown a decided resistance 
to the Italian invasion, and British 
forces have inflicted sharp reverses ou 
Italy’s forces threatening Egypt. There 
are not, however, any reliable evidences 
of an early ending of the struggle now 
going on, but indications of its continu- 
ance to a date far ahead. 


GREAT BRITAIN 


Unper the stress of necessity, Great 
Britain is now putting forth every effort, 
not only to ward off the German air 
attacks, but to prepare for the time 
when an effective offensive campaign 
can be launched. It becomes all the 
time more obvious that the strain put 
upon Great Britain is telling, and that 
it will be exceedingly difficult success- 
fully to continue to resist the German 
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attacks, or to enter upon an effectual 


offensive, without greater aid from the 
Western Hemisphere than is now being 
given. 


War Financing 


REVERTING to the general problem of 
war financing, the Bankers Magazine 
of London says that the budget intro- 
duced by Lord Simon for 1940-41 gave 
an estimated excess of expenditure over 
revenue amounting to £1,432,000,000, 
but in the supplementary budget of 
July, 1940, this estimate was raised to 
a little over £2,000,000,000. It is 
thought that even this figure may be 
too low, and should the war last 
through the financial year 1941-42, the 
figure may rise to £3,500,000,000 or 
even to £4,000,000,000. 

As an evidence of how the debt is 
increasing under war demands, The 
Economist reports that in the four 
weeks preceding October 26 the na- 
tional debt increased by £206,893,000, 
of which amount the floating debt 
represented £125,485,000. 


—_ 
. 


SWEDEN 


From the Quarterly Review issued by 
Skandinaviska Banken, Stockholm, it is 
learned that during the third quarter 
of 1940 the volume of business in 
Sweden has shown further shrinkage. 
In the export industries curtailments of 
output have occurred on a still wider 
scale, whilst those home market indus- 
tries which import their raw materials 
have encountered increasing difficulties 
in keeping up their production. Though 
the blockade has stimulated the do- 
mestic production of substitutes for vari- 
ous imported goods, this has by no 
means made up for what has been lost 
elsewhere in regard to the employment 
of capital and labor. 

As regards the money market, the 
blockade of foreign trade, the gradual 
consumption of stocks of goods and the 
stagnation in building have reduced the 
requirement of industrial credits, and 
released capital tied up in stocks and 
trade credits. The increasing easiness 








of the money market during the past 
quarter must therefore be attributed to 
shrinkage in business. It is very sig- 
nificant that the business activity index 
of the Skandinaviska Banken, which 
shows the value of the clearing of com- 
mercial paper, has fallen from the 
record level of 143 at the beginning of 
this year to 117.9 for the past quarter, 
being the same low level which marked 
the decline of business during the third 
quarter of 1938. 


—_ 


THE ARGENTINE 


From its branch at Buenos Aires the 
First National Bank of Boston has re- 
ceived a report dated November 25 
which shows that the country’s import 
balance for the first ten months of 1940 
was m$n 69,007,000, as against an ex- 
port surplus of m$n 210,048,000 from 
January 1 to October 31, 1939. 

This unfavorable turn in the coun- 
try’s foreign trade, chiefly due to the 
curtailment of European markets, has 
naturally reflected unfavorably on Ar- 
gentine exchange, the situation being 
alleviated by a loan of $60,000,000 from 
the United States. 


— 


BRAZIL 


TRADE in Rio de Janeiro improved in 
November and, in general, continued 
steady in other zones. Seasonal factors, 
the announcement by the Export-Import 
Bank of the opening of a revolving 
credit of $25,000,000 for the Bank of 
Brazil to stabilize exchange and facili- 
tate trade between Brazil and the United 
States, President Vargas’s favorable 
statements during his. visit to the Ama- 
zon Valley, the establishment of new 
industries, the sale of refugee funds, and 
the anticipated early announcement of 
the coffee quota plan by the Latin 
American coffee-producing countries, 
accounted for the improvement. The re- 
duction in inventories contributed to the 
increase in demand for imported prod- 
ucts. 

Exports to the United States have in- 
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creased, and several new Brazilian prod- 
ucts are now being successfully mar- 
keted in the United States. Imports 
from the United States continued in 
good volume. Objections heard that 
American exporters have not been grant- 
ing adequate terms in their sales to 
Brazil may be removed with the opera- 
tion of the $25,000,000 revolving credit 
for the Bank of Brazil, since it will 
probably enable American exporters to 
meet reasonable requirements of Bra- 
zilian importers. 

Brazil’s foreign trade from January 
to September showed an excess of im- 
ports over exports amounting to $2,- 
581,325, compared with an excess of 
exports of $38,422,992 in the corre- 
sponding months of 1939. Exports 
during the nine months of 1940 were 
valued at $196,987,605 ($232,799,300 
last year) and imports $199,568,930 
($194,376,308 last year). Exports to 
the United States amounted to $75,588,- 
819 ($77,134,413 last year) and imports 
$100,456,140 ($55,947,446 last year). 


—Foreign Commerce Weekly. 


—_ 


MEXICO 


Fo.LLow1nc the recent national election, 
and the general acceptance of its result, 
a general improvement in the country’s 
economic situation appears to be in 
prospect. It is understood that a more 
favorable attitude is to be taken toward 
foreign investments, and there is talk 
of a settlement of the long-standing 
controversy which arose when the Mexi- 
can Government expropriated properties 
belonging to American and other for- 
eign interests. 


—_ 


THE PHILIPPINES 


Tue Far Eastern Survey reports suc- 
cessful operations of the Agricultural 
and Industrial Bank in making small 
loans to farmers. 

From an initial capital of 25 million 
pesos (of a total authorized capital of 
150 million pesos), the bank had made 
loans totaling over 17.5 million pesos 


up to September 30, 1940. By far the 
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greater amount, over 14 million pesos, 
had gone to agriculture, the remainder 
to industry. The general manager 
draws particular attention to the service 
rendered the small farmer, since over 
half of the 3,470 agricultural loans had 
been in amounts of 1,000 pesos or less. 
By far the largest portion of the loans 
(through March) had gone to rice pro- 
duction; sugar ranked second, coconuts 
third, and fisheries fourth. 

A not uncommon criticism of the new 
bank has been that its facilities were 
not easily available to small borrowers 
in all parts of the islands. Two branches 
of the bank were established in the first 
year of operation, one at Iloilo and one 
at Cebu. However, temporary arrange- 
ments have been made by which the ten 
branches of the Philippine National 
Bank and its agencies existing in all 
provinces may grant loans on behalf of 
the Agricultural Bank. 


_ 


INTERNATIONAL BANKING NOTES 


Royat Bank oF ScoTLano, Edinburgh, 
—The annual general court of pro- 
prietors was held November 27, when a 
report was submitted as of the second 
Saturday of October, 1940. It showed 
net profits of £557,359. Out of this two 
semi-annual dividends were paid at the 
rate of 17 per cent. There was written 
off £50,000 from bank buildings and 
heritable property, and the same amount 
carried to the pension reserve fund. The 
sum of £43,859 was added to inner re- 
serves against contingencies. 


® 


FIFTY-SEVEN per cent of Wisconsin’s 
banks made more than 348,000 loans 
totaling over $287,000,000 during the 
first six months of 1940, according to 
the survey of bank lending activity in 
Wisconsin by the American Bankers 
Association in codperation with the 
bank management committee of the 
Wisconsin Bankers Association. The 
survey was participated in by 323 of 
the 567 commercial banks of the state. 
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BANK OF MONTREAL 


Established 1817 
A presentation, in easily understandable form, of the Bank’s 
ANNUAL STATEMENT— 31st October, 1940 


LIABILITIES 


LIABILITIES TO THE PUBLIC 

Deposits . . wie 6h 2 ee ee eae 
Payable on demand “and after notice. 

Notes of the Bank in Circulation . . . . . . . + ~ 19,816,520.50 
Payable on demand. 

Acceptances and Letters of ‘Credit Outstanding . . . . . = 11,677,303.17 
Financial responsibilities undertaken on behalf of customers 
(See off-setting amount in “‘Resources’’). 


Other Liabilities to the Public .. «eh oe 3,892,125.64 


Items which do not come under the foregoing headings. 
Total Liabilities to the Public . . . . . . . . « =. §$884,251,299.27 


LIABILITIES TO THE SHAREHOLDERS 
Capital, Surplus and Undivided Profits and 
Reserves for Dividends . . . .  77,083,656.50 
This amount represents the shareholders’ interest in : the Bank, over 
which liabilities to the public take precedence. 


Dobal' Tisbiities oo es ee ee ee ae eee 


RESOURCES 
To meet the foregoing Liabilities the Bank has 

Cash in its Vaults and Money on Deposit with Bank of Canada $ 83,034,576.56 

Notes of and Cheques on Other Banks .. + lt a re 
Payable in cash on presentation. 

Money on Deposit with Other Banks . ... . . . . 61,382,283.44 
Available on demand or at short notice. 

Government and Other Bonds and Debentures .. . 461,827,040.63 
Not exceeding market value. The greater portion consists of gilt- 
edge securities which mature at early dates. 

Stocks .. Se aa et cre ee sa 196,182.87 
Industrial and other stocks. Not exceeding market value. 

Call Loans outside of Canada .. .  19,552,470.11 
Secured by bonds, stocks and other negotiable " securities of greater 
value than the loans and representing moneys quickly available 
with no disturbing effect on conditions in Canada. 

Call Loans in Canada . j 4,606,348.55 
Payable on demand and secured by bonds and stocks of greater 
value than the loans. 

Bankers’ Acceptances . . ee tee ear ot ei 332,264.27 
Prime drafts accepted by other banks. 


TOTAL OF QUICKLY AVAILABLE RESOURCES .. . . $663,185,436.13 
(equal to 75% of all Liabilities to the Public) 
Loans to Provincial and Municipal Governments 
fnctuding Gchool Districte 2° oe es ce ws es - SEIS RE 
Other Loans ‘a ee ere, ee er sce 


To manufacturers, farmers, merchants and others, on conditions 
consistent with sound banking. 
Bank Premises... . 13,900,000.00 
Two properties only are " carvied in the names of holding companies; 
the stock and bonds of these companies are entirely owned by the 
Bank and appear on its books at $1.00 in each case. All other of 
the Bank’s premises, the value of which largely exceeds $13,900,000, 
appear under this heading. 
Real Estate, and Mortgages on Real Estate Sold by the Bank 974,202.89 
Acquired in the course of the Bank’s business and in process of 
being realized upon. 
Customers’ Liability under Acceptances and Letters of Credit 11,677,303.17 
Represents liabilities of customers on account of Letters of Credit 
issued and Drafts accepted by the Bank for their account. 
Other Assets not included in the Foregoing . . ... . 2,724,581.95 


Making Total Assets of . . . . te ee) ye §961,334,955.77 
to meet payment of Liabilities to the Public of ‘ 884,251,299.27 
leaving an excess of Assets over Liabilities to the Public 4 $ 77,083,656.50 


HEAD OFFICE: MONTREAL 
NEW YORK AGENCY: 64 Wall Street . es A. J. L. Haskell, G. R. Ball, L. L. Sinclair, Agents 
CHICAGO OFFICE: 27 South La Salle Street - - A. Macpherson, Manager 
SAN FRANCISCO OFFICE: Bank of Montreal (San Poanslews) 333 California Street - F. G. Woods, President 
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Current Conditions in Canada 


AR orders continue to provide a 
tremendous stimulus to industrial 
activity, which is now well 

above its previous recorded peak, re- 
ports the Bank of Montreal in its Busi- 
ness Summary for December 24. The 
summary continues: 


“Tt is estimated that during Novem- 
ber 98 per cent of the capacity of 
Canada’s manufacturing establishments 
was being employed. The resulting ex- 
pansion of payrolls, accompanied as it 
has been by increases of wages, has 
produced a general augmentation of 
purchasing power until it is now placed 
by some authorities at a rate of not less 
than $350,000,000 per annum higher 
than a year ago. ... 

“In November Canadian exports at- 
tained a new peak for any month in 
the last ten years, with a total value of 
$117,452,000 as compared with $102,- 
972,000 in October and $97,163,000 in 
November, 1939. For the three months 
ended October 31, exports totalled 
$314,960,000, while imports amounted 
to $291,768,000. These figures do not 
include gold, production of which has 
been on a steadily rising scale, the esti- 
mated output for the current calendar 
year being valued at around $200,- 
000,000. ... 

“The statement of the chartered banks 
as of October 31 revealed a gain dur- 
ing the month of $41,236,000 in current 
domestic loans, these standing at $1,- 
024,278,000, the highest record in a 
number of years. Call loans in Canada 
were also higher, but both demand and 
notice deposits were down from the 
September levels. Bank debits to indi- 
vidual accounts in November amounted 
to $3,049,000,000 as compared with 
$2,930,000,000 in November, 1939.” 

In his recent address at the annual 
general meeting of the bank, President 
H. R. Drummond told stockholders 
that, with employment and industrial 


output at record-breaking levels, 
Canada is just at the beginning of her 
war effort and the output of war sup- 
plies will be immensely greater next 
year. In part, Mr. Drummond said: 


“Few of us who were here last year 
thought Canada could go so far in her 
war effort in the production of material 
aid as she has done, and we are just at 
the beginning. The production of war 
supplies will be immensely greater next 
year. Of business generally it is suff- 
cient to say that practically every phase 
of industrial and commercial activity is 
reflecting the intensity of our war pro- 
gram. Outstanding has been the im- 
portance of our mining industry, only 
now fully recognized and of the great- 
est help in stabilizing our exchange. 
Our railways are showing the highest 
traffic returns in years. Employment is 
at such a high level that we are ap- 
proaching the point where it may be- 
come necessary, as in Great Britain, to 
curtail peace-time activities for the pur- 
pose of furthering the war effort. 

“In Canada, 1940 upon the whole has 
been a good year of good crops. Sales 
of livestock and dairy products have 
been satisfactory and the aggregate of 
revenue to the farmer will be large. 
What, in the final accounting, may 
prove, perhaps, the largest crop of 
wheat in the history of the Dominion 
has been safely garnered. It is one of 
the very best we have ever had in weight 
and quality. At the moment we are, 
perhaps, thinking too much of the em- 
barrassment of handling it, but I should 
like to point out that our great store 
of wheat is wealth in its best and most 
tangible form and in present circum- 
stances an asset the potential value of 
which cannot be estimated. Mr. Winston 
Churchill has said that one of the first 
tasks to which Great Britain will ad- 
‘dress itself, when victory is achieved, 
will be the feeding of Europe’s millions 
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—all now on short rations. This is a 
promise known to the peoples of Europe 
and its importance will be progressively 
realized by them. Back of that promise 
is the tremendous crop of wheat which 
Canada holds in store.” 


Joint General Manager G. W. Spin- 
ney, in his address at the bank’s annual 
meeting, pointed out that the facilities 
of the bank in the matter of war-time 
public borrowing can best be used as a 
channel rather than a source of funds, 
stating in part: 

“Our holdings of Dominion and Pro- 
vincial Government securities have de- 
clined during the past year by $34,- 
900,000, although they are higher by 
$30,700,000 than before the outbreak 
of war. In view of the fact that the 
government is making extremely heavy 
demands on the securities market, 
which will no doubt increase in future, 
it might appear to some that we were 
doing less than our duty in helping to 
meet these demands. It is not unreason- 


able, on a superficial view, to suppose 
that the banks should be a first resort 
in the present emergency. 


“This supposition ignores the real 
nature of the transactions involved. 
When a bank subscribes to additional 
quantities of government bonds, and 
places an equivalent amount of credit 
at the government’s disposal, it is in 
effect providing new money in the form 
of an addition to the supply of bank 
credit which was previously outstand- 
ing. Such operations may therefore 
have inflationary consequences, depend- 
ing upon their timing and extent. 

“In certain circumstances monetary 
expansion of this character may be 
appropriate and justified, provided that 
it is moderate and carefully controlled. 
It was considered to be so in the early 
months of the war, when, at the govern- 
ment’s request, the banks subscribed to 
a special issue of $200,000,000 of short- 
term notes. A temporary expansion of 
credit was considered expedient at that 
time in view of the state of business 
and of the government’s prospective 
budgetary program. 

“But now that the early hesitation of 


business has been succeeded by un- 
precedented activity, persistent and con- 
tinuous use of this method of financing 
would lead directly to inflation. As 
Canada’s supply of money takes the 
form principally of bank deposits, the 
unrestricted purchase of government 
securities by the banks would be equiva- 
lent in its results to issuing unlimited 
money through the printing press. The 
government’s purpose in making issues 
of securities to the public to meet part 
of the costs of the war is to obtain com- 
mand of real savings. To substitute 
bank credit for such savings as a regu- 
lar procedure would therefore frustrate 
and defeat all hope of financing the 
war in a safe and honest manner. It 
is for this reason that the moderate 
reduction in our holdings of securities, 
which ] have noted as following their 
initial expansion, should be regarded 
as a healthy symptom. So far as it 
goes, it indicates that the government’s 
requirements have been supplied from 
genuine savings. 


“In the matter of war-time public 
borrowing, our facilities can therefore 
best be used as a channel rather than 
as a source of funds. To this end we 
have made available at all our branches 
special means whereby the purchase of 
Savings Certificates and War Loan 
bonds can be facilitated, and we hope 
that the public will take full advantage 
of them.” 


The Canadian Bank of Commerce 


The rise in industrial operations be- 
tween mid-October and mid-November 
was one of the greatest of any month 
during the past year, reports The 
Canadian Bank of Commerce in its De- 
cember Monthly Commercial Letter. 
Their index of industrial activity in 
Canada reached a new high of 134 at 
mid-November (1937—=100), as com- 
pared with 129 in October and 112 in 
November, 1939, while the percentage 
of factory capacity utilized rose from 
95 in October to 98 per cent in No- 
vember. 

“This latest upturn,” states the 
Letter, “was due partly of course to a 
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seasonal strengthening in the demand 
for civilian goods, which this year is of 
exceptional proportions owing to the 
considerable increase in employment in 
recent months, one of 24 per cent since 
April, and to the prospect for many 
workers of full-time occupation for some 
months to come. Other, and probably 
more important, factors in this forward 
industrial movement, however, were the 
larger flow of armament supplies and 
the equipment of several new plants for 
early production. 

“The national economy is, indeed, 
shifting more and more to a processing 
basis. At this time we estimate that 
fully 75 per cent of the net value of 
national production is from industrial 
operations, mining, metallurgy and for- 
estry, including of course the leading 
units, lumbering and pulp and paper 
manufacture. Yet a further industrial 


advance is certain, for the majority of 
the new plants now in the course of 
construction and equipment are still to 
be brought to the stage of production.” 

At the annual meeting of the share- 
holders of the bank, S. H. Logan, presi- 


dent, stressed the fact that Canada’s 
record during the past year showed her 
great economic strength and productive 
ability. Over 300,000 new workers 
were placed in employment, fully 10 
per cent more goods was produced for 
domestic consumption, training facili- 
ties and part of the equipment was pro- 
vided for armed forces of about 350,- 
000, and additions to industrial plants 
to cost over $250,000,000 were under- 
taken, he pointed out. 

The growth in Canada’s export trade, 
said Mr. Logan, had been greater than 
could have been envisaged a year ago. 
The value of exports, apart from wheat 
placed in American storage and as yet 
unsold, was about $1,130,000,000, the 
highest in the past ten years, 28 per 
cent above that of the twelve months 
ending October, 1939, and about equal 
to that of the third year of the last war. 
This represented an increase in volume 
of about 12 per cent over a year ago, 
and Canada’s rate of increase exceeded 
that of all important non-European 
countries other than the United States. 


The United Kingdom and the United 
States each are taking about 40 per cent 
of Canada’s exports, about $900,000,- 
000 worth of goods going to these two 
combined, said Mr. Logan. These are 
mainly materials essential to Britain’s 
war efforts, including foodstuffs, metals, 
lumber, textiles and motor equipment 
and, as regards the United States, news- 
print and woodpulp as well as metals 
and asbestos. The rise in shipments to 
the United Kingdom, other British Em- 
pire countries, and to South America, 
has been so substantial as practically to 
offset a decline of 50 per cent in 
Canada’s exports to Japan and Con- 
tinental Europe. 

Imports into Canada, continued Mr. 
Logan, reached a value of $1,034,000,- 
000 for the twelve months ending Octo- 
ber, 1940, or about 47 per cent more 
than a year previous. The increase in 
imports from the United States was 
about $250,000,000, mainly for mate- 
rials required for Canada’s armament 
program. 

General Manager A. E. Arscott, in 
his address to the shareholders, said 
that the salient factor in Canadian busi- 
ness had been the intense activity in 
industrial operations and the prepara- 
tions to accelerate these by the opening 
of a considerable number of newly con- 
structed plants as well as additions to 
existing establishments under the aegis 
of the Dominion Government. A year 
ago the bank’s index of industrial activ- 
ity showed that production was at an 
all-time high, 12 per cent above the 
previous record of 1937. However, at 
this time the index shows that another 
record has been established, about 20 
per cent above a year ago, mainly 
attributable to the increased production 
of heavy industrial plants in the past 
six months. Forestry has also been 
strongly progressive, as with the cutting 
off of North European supplies Canada 
has become the principal source of 
lumber for the United Kingdom and of 
pulp and paper for that country, the 
United States and Latin America. The 
largest domestic construction program 
undertaken since 1930 also contributed 
to the exceptional demand for forest 
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products, the output of which was one 
of the highest in the history of the Do- 
minion. 

Canada’s gold production during 
1940, Mr. Arscott estimated, will 
amount to $215,000,000, a very im- 
portant sum to assist in providing ex- 
change for the payment of materials 
necessary for Canada to import to sup- 
plement her own supplies for the pro- 
duction of armament. Another branch 
of the industry, that of minerals used 
in construction, has also become increas- 
ingly important. In addition, a large 
part of a record non-ferrous metal pro- 
duction has been turned into vital 
sinews of war in a greatly increased 
number of domestic industrial opera- 
tions and in the plants of the United 
Kingdom. The value of mineral pro- 
duction as a whole for the year 1940 
will probably exceed $500,000,000, the 
highest in the spectacular history of an 
industry which is among the most im- 
portant in the world. 


The Royal Bank of Canada 


The December issue of the Monthly 
Letter of The Royal Bank of Canada 
concludes the excellent study of the 
supply position of strategic and critical 
war materials started in the November 
issue. It also contains a study of the 
Canadian live stock industry, reporting, 
in part: 

“Purchases by Great Britain of large 
quantities of Canadian bacon and cheese 
during the coming year, as announced 
by the Honorable J. G. Gardiner, Do- 
minion Minister of Agriculture, indicate 
that the marked stimulus that the 
Canadian live stock industry has already 
received as a result of war orders, will 
continue without abatement. During 
the first year of hostilities Canada 
shipped 321.2 million pounds of bacon 
and 90 million pounds of cheese to 
Great Britain; the arrangements just 
concluded for the coming year call for 
deliveries of 425.6 million pounds of 
bacon and 112 million pounds of 
cheese. These totals compare with 
160.9 million pounds of bacon and 81.7 


million pounds of cheese shipped dur- 
ing the twelve months preceding’ the 
outbreak of war in September, 1939. 
Such huge demands forecast an active 
year for Canadian live stock producers 
and processors. 


“On June i, 1940, the semi-annual 
survey of live stock on Canadian farms 
showed increases in all the principal 
categories. The sharp rise that is tak- 
ing place in Canada’s live stock popula- 
tion is due to widening demands as a 
result of the war. . . . The rise in num- 
bers has been most pronounced in the 
species consuming large amounts of 
grain. Converted to grain-consuming 
animal units, numbers of all kinds of 
live stock (including horses) and poul- 
try on farms at June 1, 1940, totalled 
17,676,000 units, the highest on record, 
as compared with an average of 16,- 
084,000 units from 1931 to 1935. 
Furthermore, it is anticipated that by 
the middle of 1941, Canada’s live stock 
population will be the greatest in the 
history of the country.” 


The Financial Post 


The Financial Post Business Index 
for November at 160.5, on the basis of 
1926 equalling 100, is far above the 
previous high level reached in October 
and almost 22 per cent above the high 
point reached in the 1929 boom. Under 
the urge of war, production operations 
generally are now estimated to be far 
above those of any other time in 
Canada’s economic history. 


Base metal exports, sugar production 
and construction contracts awarded are 
among the items in which greatest activ- 
ity has been seen. Employment con- 
tinues to expand and at the current rate 
it is expected that every employable 
person will be working before many 
months pass. 


Reporting on Christmas sales activ- 
ity, the Post found that merchants were 
doing a record volume of trade. Three 
factors operated to bring about this 
condition: the large national payroll, 
the season, and the cold weather. 
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BOOKS for 
BANKERS 


Brief Reviews 


THe Revotution Is On. By M. W. 
Fodor. Boston: Houghton Mifflin 
Company. 1940. Pp. XV-239. $2.75. 


In addition to vivid, moving descrip- 
tions of his experiences in Europe since 
the outbreak of the war, and keen 
analyses of the blitzkrieg, fifth column, 
and war of nerves techniques, the au- 
thor clarifies the forces ruling Europe 
before and contributing to the war, and 
shows that revolution, the real prompter 
behind the scenes, is the key to our 
present troubles. 

He analyzes the origins of the “revo- 
lution” in Europe, and the various 
“isms”—explaining why the present 
phase of the world revolution manifests 
itself in national socialist form in all 
three totalitarian countries so that they 
can cooperate now on the basis of so- 
cialism but are bound later to clash on 
nationalism. 


Along with the spirit of dissatisfac- 
tion and defeatism, and a lack of vision 
of politicians, the author lists short- 
sightedness on the part of bankers as 
among fundamental causes for the ad- 
vent of the revolutionary movement. He 
feels that bankers became the owners, 
directly or indirectly, of industry, and 
that they demonstrated an over-con- 
servatism, a lack of vision, and an un- 
fitness in financing proper distribution 
at a time of tremendous industrial de- 
velopment. This, in Germany’s case as 
an example, led to unemployment and 
the voting of Hitler into power by the 
jobless. 


Mr. Fodor, who has been a European 
correspondent for over twenty years, 
also discusses the menace and threat 
against America, and suggests how the 
spread of revolution and expansion to 
the territories of the New World may 
be prevented. 


Crepit MANUAL OF COMMERCIAL Laws 
—1941. New York: National Asso- 
ciation of Credit Men. Pp. 800. $6.50. 


Some thirty-three years ago the national 
organization of credit executives of the 
larger manufacturing and wholesaling 
organizations sought a textbook or 
manual describing the laws which affect 
trade. In not one single volume could 
all of this information be found, so the 
credit men’s national organization de- 
cided to publish a book exactly fitted 
to the needs of the average business 
man. Credit Manual of Commercial 
Laws was the result. First issued as a 
short compendium of the laws of Con- 
tracts and Sales, this book has grown 
from year to year until this year some 
800 pages in the 1941] edition were re- 
quired to present the needed informa- 
tion. 


To mention a few of the subjects in- 
dicated by the Table of Contents: The 
Law of Contracts; Signatures on Con- 
tracts; The Form of the Contract; Cor- 
poration; Partnerships; Husband and 
Wife Partnerships; Law of Sales; State 
Fair Trade Laws; Export Sales; Col- 
lection Methods; Law of Libel; Col- 
lection by Suit; Negotiable Instru- 
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ments; Commercial Crimes; Bad Check 
Laws (with table showing penalties for 
bad checks in various states); Insolv- 
ency (procedure under new Chandler 
Act and full text of law); Federal 
Regulations; and many of the forms 
used in credit department operations. 


Business BAROMETERS AND INVESTMENT. 
By Roger W. Babson. New York: 
Harper & Brothers. 1940. Pp. 270. 
$3.00. 


THE principles and theories of Roger 
Babson on problems of investment and 
business forecast, as set forth in two 
earlier popular works, are here applied 
to the problems faced by business men 
today as a result of the world crisis. 

Aid in business forecasting and guid- 
ance in investment policy are here 
offered to business leaders great and 
small who are bewildered by impend- 
ing events and want sound guidance on 
how to plan for the future. 

Roger Babson’s wise and sincere 
counsel on business and financial 
problems has for years been eagerly 
sought and applied with success by 
thousands. Probably no writer on 
business subjects in our time has been 
as widely read and quoted. 


Liguipity AND INSTABILITY. By Court- 
ney C. Brown. New York: Columbia 
University Press. 1940. Pp. 282. 
$3.00. 


HERE is an entirely new and fresh ap- 
proach to the problem of liquidity. In 
brief, it is a description of liquidity and 
its place in economic theory. There 
have been two distinct controversial 
parties as far as liquidity is concerned, 
grouping themselves under the stand- 
ards of the Quantity Theory and the 
Qualitative Theory Schools. The con- 
troversy has continued long, yet the 
groups are disparate. Dr. Brown has 
sensibly concluded that there are ele- 
ments of truth in both positions. In 
order to restate these truths he has es- 
sayed a fresh start, instead of extending 
the controversy in the terms in which 
it has been developed. He believes that 
one of the chief reasons for the failure 


o 33 _ om . * 
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of the two groups to agree is their lack 
of common definition. He therefore de- 
fines liquidity beyond cavil or confu- 
sion. 

With this background, Dr. Brown at- 
tempts to appraise the importance of 
shifts in desires for liquidity relative to 
other sources of economic change. This 
involves a discussion of various ele- 
ments usually associated with business 
cycles in economic analysis. Cyclical 
phenomena are presented entirely in 
terms of the receipt of money, hoarding, 
factors equivalent to hoarding in their 
repercussions, and the exchange of 
money for final new wealth output. 
Special emphasis is placed on the 
theory -of debt and on money profits as 
they relate to liquidity desires. He 
treats price and interest theory as they 
have significance to the description of 
liquidity. 

Bankers will be particularly inter- 
ested in the chapter on banking assets. 


Money IN Motion. THE Soctat Func- 
TION OF Banxinc. By Arthur C. 
Holden. New York: Harper & Broth- 
ers. 1940. Pp. 242. $2.50. 

Tuts book demonstrates how the crisis 

in re-employment in industry is forcing 

a changed attitude toward the principles 

and methods of long-term credit. It 

shows how greater emphasis on methods 
of amortizing long-term credit can have 
the effect of reducing rates of interest 
and putting money in motion once 
more. 

Departing from traditional economic 
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theory; the author discards the premise 
that capital goods are the most sensi- 
tive index of business conditions and 
declares that the slump in building 
trades is the result of credit stoppage 
and not the cause of it. 

“There is growing recognition to- 
day,” says the author, “that some funda- 
mental corrective in our credit system 
is needed to balance the operations of 
production and consumption. This 
book is a plea for the analysis of the 
credit problems of the capital goods in- 
dustries in the belief that through un- 
derstanding they may be more wisely 
handled in the interest of economic 
stability.” 

The author is an architect whose per- 
sonal experience in city planning and 
large-scale housing, both public and 
private, has brought home to him the 
shortcomings of our existing system of 
long-term finance. 

This book is written for the banker 
and the public. It will have special 
significance to architects, credit associa- 


tion executives, building trades officials 
and students of our banking system 
generally. 


Tue Economics oF War. By Horst 
Mendershausen. New York: Prentice- 
Hall, Inc. 1940. Pp. 314. $2.75. 


THIs important and timely book sur. 
veys and explains the various problems 
that confront the economic system of 
a nation at war. To illustrate his points, 
the author reviews the practical experi- 
ence that major wars have provided up 
to our day, including many examples 
from the first World War and the pres- 
ent war. 

The author outlines what a warring 
nation or a nation preparing for war 
needs in the way of man power, raw 
materials, substitutes, economic mo- 
bilization, production facilities, war 
finance, price control, rationing, and 
government operation of industry. He 
then explains the economic situation of 
neutrals and discusses foreign trade and 
shipping in war time. An important 


section is devoted to surveys of a nation 
emerging from a war—the population 


after the war, economic demobilization, 
and post-war finance problems. 

Recognized as a leading economist, 
Dr. Mendershausen is affiliated with 
Colorado College and the National 
Bureau of Economic Research. 


UNEMPLOYMENT AND THE UNEMPLOYED. 
By H. W. Singer. New York: Chemi- 
cal Publishing Company. 1940. Pp. 
152. $2.75. 


THE author is assistant lecturer in 
economics at the University of Man- 
chester (England). This book is based 
on his own personal investigations and 
experience and upon the findings of the 
Pilgrim Trust Unemployment Enquiry 
made in England before the war. 
There is much in this study of value ” 
to the American student of unemploy- 
ment. The author writes in a style 
which can be easily followed by the 
layman. He breaks down the argu 
ments of those who either feel too 
optimistic about the problem of unem- 
ployment or who feel that nothing much 
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can be done about it. The author’s con- 
tention is that there are enough jobs for 
everyone but various factors keep the 
jobs and the people apart. The second 
part of the book is the result of per- 
sonal contacts which the writer has 
made with the unemployed and de- 
scribes the human consequences of un- 
employment. 


THE ADMINISTRATION OF COLLEGE AND 
University ENDOWMENTs. By Charles 
R. Sattgast. New York: Bureau of 
Publications, Teachers’ College, Co- 
lumbia University. 1940. Pp. 125. 
$1.85. 

Tuis short volume represents a valuable 
contribution to the field of institutional 
investing. It is the product of consid- 
erable active research and expounds in 
clear cut fashion the principles and poli- 
cies which govern the successful invest- 
ment of college and university endow- 
ment funds. Presentation of the risk 
problem is the best this reviewer has 
seen. The relationship of risk to in- 
come, to management and diversification 
is treated in detail. 

Professor Sattgast’s work is based on 
the actual operations of forty-five dif- 
ferent educational institutions. It can 
be read to advantage by all who have 
an interest in this field. 


Lorinc: A TrUsTEE’s HANDBOOK. Re- 
vised and enlarged by Mayo Adams 
Shattuck. Boston: Little Brown. 1940. 
Pp. 425. $5.00. 


Tuts is a revised and enlarged edition 
of “A Trustee’s Handbook” which has 
for over forty years been a certain and 
dependable guide in trust administra- 
tion. Mayo Adams Shattuck, one of the 
most prominent trust lawyers in the 
country, has done this revision of 
Augustus Peabody Loring’s book which 
covers, among other things, such im- 
portant points as: 

1. The extent to which a trustee may 
delegate his duties and powers to co- 
trustees and agents, such as investment 
counsel. 

2. The purchase of ,shares, in -invest- 
ment trusts. es See See 

3. The liability of successor trustees 


for the acts of their predecessors in 
office. 

4. The allocation of receipts and ex- 
penditures as between principal and in- 
come. 

It is generally regarded as an in- 
dispensable handbook for anyone inter- 
ested in trust administration and this 
new edition is twice as large as the one 
originally published in 1898. 


THe ANATOMY OF AMERICAN WEALTH. 
By Robert R. Doane. New York: 
Harper & Brothers. 1940. Pp. XXVII- 
345. $2.50. 


TuHIs pioneering study provides a new 
picture of America’s real wealth in 
terms of physical assets, and establishes 
a basis for planning national policies 
which comes nearer to the realities than 
any assembly of facts heretofore avail- 
able. Its data are drawn entirely from 
government sources. 

The reader is given a_ businesslike 
statement of the country’s tangible, pro- 
ductive resources. He is shown what 
they are, where located, major categories 
of division, and why an understanding 
of their composition and relative struc- 
ture is indispensable to everyone seek- 
ing a sound fact-basis in formulating 
constructive national policies. 

This volume has an immediate prac- 
tical value as a reliable check on the 
stream of statistics now being offered 
by conflicting sources, and provides es- 
sential data for sound interpretations 
of many of today’s most crucial social 
and economic problems. 

The author is a statistician and econ- 
omist who has spent years in the study 
of data relating to America’s wealth. 
He has been on the staff of the New 
York Times, Business Week, the Times 
Annalist, and is the author of other 
books on similar subjects. 


STUDIES IN FEDERAL TAXATION. By Ran- 
dolph E. Paul. Cambridge, Mass. 
Harvard University Press. 1940. 
Pp. 539. $6.00. 


SINCE most, attorneys and trust officers 
carinot devote the amount of time neces- 
sary for individual research on each 
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separate question arising in every tax 
case presented to them, the results of 
Mr. Paul’s exhaustive studies should 
help those who have no such collective 
data of their own and who cannot other- 
wise get a perspective on a particular 
phase of taxation. 


The comprehensiveness of the articles 
may be judged from the fact that about 
two thousand cases and authorities are 
cited. At appropriate points there are 
discussions of constitutional questions, 
but the emphasis throughout is more on 
matters of immediate importance to 
practicing lawyers. 


The titles of the five studies are: Re- 
organizations; revocable trusts and the 
income tax; Federal income tax prob- 
lems of mortgagors and mortgagees, life 
insurance and the income tax; and the 
use and abuse of tax regulations in 
statutory construction. 


New DireEcTIons IN THE New Wor _p. 
By Adolf A. Berle, Jr. New York: 
Harper & Brothers. 1940. Pp. 141. 
$2.00. 


CONSIDERED in direct relation to our se- 
curity and the collective security of all 
the Americas are such questions as 
banking reforms, the creation of long- 
term capital credits, the regulation of 
business in a democracy, foreign trade 
and exchange, and other crucial prob- 
lems for which action is being speeded 
to insulate our economy and _ social 
structure from disturbing conditions 
abroad. The book provides a statement 
of the vital réle now being played by 
diplomacy in our hemisphere defense, 
and offers an explanation of the ulti- 
mate goal and reasoning back of many 
of the present Administration’s foreign 
and domestic policies. 


Of special interest to bankers is the 
chapter setting forth in considerable de- 
tail the author’s plan for a capital credit 
banking system (readers of THE BANK- 
ERS MaGazZInE will recall a brief discus- 
sion of this by Dr. Berle in the July, 
1939, issue). 


; P Me Ag ae 
The author is Assistant; Secretary of : poljcies,, inifed payment life policies, and 


State in Washington; is on leave from 


Columbia University where he is asso- 
ciate professor of corporation law; and 
is author of two fundamental economic 
volumes. 


BOOKLETS 


A Srupy or Lire Insurance POoLiciEs as 
Conttaterat. By R. A. Bezoier. Roches- 
tet, Minnesota: R. A. Bezoier, First Na- 
tional Bank. 1940. Pp. 73. $2.00. 

Tus booklet is the result of several years’ 

study by the author, who is cashier of the 

First National Bank of Rochester, of life 

insurance loans, not only from the stand- 

point of increasing loan volume, but for 
the purpose of obtaining a more thorough 
understanding of the problems involved 
in handling assignments of policies. 
Over half of the booklet is devoted to 

operating procedure, arranged in a logical 
and practical manner, and including a 
complete check chart and work sheet which 
the author has found most helpful not 
only in the actual making of life insur- 
ance loans but in connection. with super- 
vision and audits. Chapters are devoted 
to: Life insurance business—its develop- 
ment and importance, Federal investiga- 
tions, etc.; life insurance policies—kinds, 
provisions, and as credit factors; life in- 
surance loans—origin, development, char- 
acteristics, trends, advantages in borrowing 
from banks, experience with life insurance 
loans; operating procedure—assignment, 
premium, cash surrender value, policy loans 
and other encumbrances, nonpayment of 
premium by end of grace period, bene- 
ficiary, mode of settlement, disabiilty pay- 
ments, miscellaneous provisions, etc. An 
excellent bibliography of books, articles, 
pamphlets and reports on the subject is 
included. 


Crevir Untons—Tue Propte’s Banxs. By 

- Maxwell S. Stewart. New York: Public 
Affairs Committee, Inc. 1940. Pp. 31. 
10 cents. 


Basep on studies of the Farm Credit Ad- 
ministration and other agencies, this 
pamphlet discusses the history, develop- 
ment and operation of credit unions; 
analyzes their effect upon other loan agen- 
cies; sets forth their advantages and limi- 
tations; and studies possible future trends. 


How to Start a Lire Insurance ProcRAmM. 
Cambridge, Mass.: The Institute for. Risk 
Analysis. 1940. Pp. 32. 50 cents. 

Tus booklet discusses the cost of a life in- 

surance policy, how to accumulate funds 

with life insurance, the choice of a com- 
pany, term policies, whole life policies, 
family’ inedéme? anc’ family maintenance 


endowment policies. 


62 THE BANKERS MAGAZINE for January, 1941 


€ 





The Bankers Digest 


The Month’s Banking Thought in Brief 


JANUARY, 1941 


CONTENTS 


Financial Advertising Case Analysis Donald Davis 
Beware of Government Inroads Henry H. Heimann 
Field Warehousing Considerations William H. Miller 
Business Prospects for 1941 Leonard P. Ayres 


The Central Bank Point of View M. S. Szymczak 


SURVEY 
Defense Spending’s Effect on National Income The Conference Board 
Currency Circulation and Inflation....American Institute for Economic Research 
Public Relations Questions for Management Idaho Bankers Association 


Business Management Program for Recovery Fortune Magazine 


VIEWS 
FHA Insurance of Small Industrial Loans : Byron T. Shutz 
Essentials of a Conservative Financial Program Winthrop W. Aldrich 
Meeting Federal Farm Lending Competition Tipton E. Burch 
Cooperate, and Coordinate Public Relations Walter P. Napier 
Farm Mortgage Mutual Imeurance. .. .. 0.06 isc ete ce gs cet S. M. Waters 
Consumer Loan Promotion Policies. Swayne P. Goodenough 


Waswaer® CLOG FP itee OCR Ole 23. oo ose vos 6 sicin wide eis Bae Mere, od eas C. W. Bailey 


ADVERTISING AND PUBLIC RELATIONS Recent Developments 


BRIEFS Short Items of Interest 


Tue Bankers Dicest Is a Regular Monthly Section of 


THE BANKERS MAGAZINE 





Finaneial Advertising Case 
Analysis 


By Donatp Davis 
President, General Mills, Inc., Minneapolis, Minn. 


I SHOULD like to emphasize not only 
the desirability but the necessity of 

approaching the problem of finan- 
cial advertising from an engineering 
point of view. Briefly summarized and 
reduced to simple questions: 

1. What has the financial institution 
to sell? 

2. Is public confidence vital to suc- 
cessful accomplishment? 

3. Are your own employe-employer 
relations such that your own personnel 
are enthusiastic salesmen of your insti- 
tution? Public relations should start 
at home. 

4. Are the officers of your organiza- 
tion favorably identified with accepted 
social and civic community projects? 

5. Do such officers realize their re- 
sponsibility to the institution which they 
serve, to lend themselves to news-worth- 
iness and resulting favorable public 
opinion? 

6. What is the public attitude toward 
the institution and its products? The 
answers to this question cannot be es- 
tablished by the board of directors or 
the officers through expression of their 
opinions. It can only be established 
by going to the public in a carefully 
developed test, thereby substantiating 
facts and not opinions from which to 
proceed. 

7. With the opinion of the public 
definitely established as a premise, is 
the problem to be solved one for adver- 
tising or for public relations and favor- 
able publicity through news-worthiness ? 

8. After the establishment and accept- 
ance of the foregoing premises, can 
those responsible for. the solution of the 
problem depend upor a minimum of in- 
terference by the officers and board of 
directors, who should of course approve 
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of principles, but who are almost with- 
out question woefully ignorant of the 
employment of ways and means? 

9. In the case of a bank, has there 
been a comprehensive study of the “turn- 
over” in accounts and a proper relation- 
ship established as to probabilities of 
profit related to the risk involved as be- 
tween “large” and “small” accounts? 

10. Will there be sufficient funds ap- 
propriated for a comprehensive and con- 
tinuous effort and an acceptance of the 
difficulties and time required for the 
changing of adverse, or the establishing 
of favorable, public opinion? 

11. Are the officers of the institution 
willing to face the facts? 

The selling of an idea to our nation 
can employ the same engineering prin- 
ciples which have successfully developed 
the sale of products, and it is my studied 
opinion that until and unless those who 
are responsible for this phase of the 
activities of financial institutions can 
approach the problem on a basis of 
facts and not opinions, a deplorable 
amount of time and money, and, of more 
serious moment, adverse public reaction 
will be the result.—From an address be- 
fore the recent Financial Advertisers 
Association convention. 


© 


Efforts will and should be made to meet 
a substantial part of the defense costs by 
means of higher taxes, although the tax 
burden on business cannot be increased too 
far without impairing productivity. And 
the Government will probably try to en- 
courage the purchase of Treasury obliga- 
tions by individual and corporate investors. 
But if the cost of rearmament even ap- 
proaches present estimates, it is difficult to 
escape the conclusion that most of it must 
be raised by credit expansion.—Guaranty 
Survey. 
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Beware of Government 
Inroads 


By Henry H. HEIMANN 
Execute Manager, National Association of Credit Men, New York City 


E must be alert and vigilant 

against having our nation drift 

into too strong a socialistic ten- 
dency. The way is easy. The pattern 
this type of government follows is as 
old as history itself. A socialistic type 
of government softens people. The 
movement usually, and in this country 
particularly, would very likely involve 
three tendencies. 


National Control of Banking 


First, a national control of banking. 
I am not here to suggest that that is 
entirely in effect now but it is not un- 
patriotic nor non-codperative for me to 
warn against the possibility. Govern- 
ment now has its foot in the door of 
our private banking institutions. To 
meet this challenge requires great vision 
on the part of bankers. This fight for 
private banking is handicapped some- 
what because of necessity. Credit ap- 
praisals must be upon a sound basis 
without any allowance for political, 
social or economic expediency. The 
government, on the other hand, fre- 
quently makes loans, not sound in a 
businesslike way but sound, in the eyes 
of those who administer the government 
departments, from the viewpoint of be- 
ing worth their cost for their stabiliza- 
tion influence. Obviously loans of this 
character are beyond your business but 
there are sound business-type loans be- 
ing made by the government and those 
loans should be the business of banks 
and bankers should attempt in every 
way to make them their business. 

The next evidence of a socialistic gov- 
ernment is a control of transportation. 


My only comment on that is that the 
government at the moment has both feet 
in the door of the transportation office. 

And the third move, if we are going 
to become a socialistic form of govern- 
ment, is the taking over or indirectly in- 
fluencing or directing insurance com- 
panies. These companies up to this 
point have been more free of central 
government competition and regulation 
than has either banking or transporta- 
tion. There is need, therefore, if we 
believe in a republican form of govern- 
ment, to check these tendencies and to 
be especially careful about the inroads 
of government in the fields I have men- 
tioned.—From an address before the re- 
cent Illinois Bankers Conference. 


Photo by Old Masters, N. Y. 
HENRY H. HEIMANN 
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Field Warehousing 


Considerations 


By WituiAm H. MILLER 
Vice-President, City National Bank and Trust Company, Chicago 


OUR general considerations underlie 

the extension of bank credit on the 

security of field warehouse receipts 
covering goods in storage. These are: 
the assurance that the warehouse re- 
ceipts are valid and issued by a respon- 
sible warehouseman; the financial and 
moral responsibility of the borrower as 
well as his capacity to trade; the mar- 
ketability of the goods and its desirabil- 
ity as collateral; and the use of proper 
follow-up methods to insure that the 
original conditions of safety are being 
maintained. 


The bank centemplating the accept- 
ance of receipts of a particular field 
warehousing organization should give 
consideration to the validity and trust- 
worthiness of the warehouse receipt, and 
to the nature of the underlying col- 
lateral. 


Under the first of these considerations, 
we should determine the financial con- 
dition of the warehousing company, the 
extent of its experience and the capacity 
of its organization, and whether the 
premises for the contemplated ware- 
house set-up are suitable for storing 
the particular goods. 

Furthermore, it is necessary to deter- 
mine whether the leasing arrangement 
is in legal form, if the goods are prop- 
erly segregated from unpledged assets 
of the borrower, if signs and markers 
are clearly displayed inside ard outside 
the warehouse, if the goods are ade- 
quately described as to quantity and 
nature, and if the receipt itself meets 
the requirements of the laws of the state 
in which it is issued as well as the regu- 
lations of the Uniform Warehouse Re- 
ceipts Act. 


In addition, we must find out if the 
custodian is properly informed of his 
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duties and is performing them as re- 
quired so that no question will arise 
as to. continued “domination” over the 
goods by the borrower. The receipt 
holder must also have proper bond pro- 
tection as an independent guarantee of 
the warehousing organization’s perform- 
ance and as protection against losses 
arising from the infidelity of employes. 

As to the nature of the underlying 
collateral, there are two broad classifica- 
tions of goods that are likely to be con- 
sidered as security for loans, and the 
marketability aspect of the collateral 
should be clearly established. 

The fact that a staple is actively 
traded in and its market price is daily 
quoted by market services and news- 
papers is not enough. Determination of 
the margin of market value over the 
amount advanced will empliasize this 
point. In considering the margin, we 
must determine where the market is lo- 
cated, who constitutes it, how wide it 
is, whether the borrower is a large fac- 
tor in this market, and what its price 
ranges have been over a period of years. 

Moreover, it is necessary to find out 
whether market activity is seasonal, 
what the out-of-season “penalties” are, 
whether or not published quotations 
cover only one classification of the 
goods, how many standards of the goods 
there are and how the security in ques- 
tion should be classified, and what the 
penalties are for poor quality, the risks 
of decay, shrinkage, discoloration, rust 
and obsolescence. 

Finally, it is wise to determine 
whether a firm commitment or purchase 
order covering the goods can be ob- 
tained at the start from a responsible 
source.—From an address at the recent 
Southwestern Regional Conference of 
the ABA. 
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Business Prospects for 1941 


By Leonarp P. AyYREs 


Chief Statistical Officer, U. S. War Department, and Vice President (on leave of absence), 
The Cleveland Trust Company, Cleveland, Ohio 


T seems most probable that we are 

going to have in this country dur- 

ing the next two years or more a 
highly specialized and definitely local- 
ized boom which will be quite unlike 
any of the previous periods of prosper- 
ity that we have experienced. The in- 
dustrial regions that produce munitions 
will be prosperous, and so will the tide- 
water communities where ships are 
built. The whole iron and steel industry 
will be prosperous, and that will be 
true also of Great Lakes shipping, and 
of the coal carrying railroads. 

At the same time real or near depres- 
sion will probably persist in agricul- 
tural regions which formerly sold im- 
portant parts of their production to the 
countries of Europe. Those export mar- 
kets are now mostly closed to our goods, 
and many of the countries that were 
formerly among our best customers are 
now blockaded and conqyered prov- 
inces. There is little possibility that 
increased domestic demand can make 
up for the loss of the export outlets 
for much of our agricultural produc- 
tion, and so we shall probably have 
areas of prosperity and depression, of 
boom and slump, scattered in strange 
fashion over our country. 

In our industrial areas there will be 
a huge amount of new factory construc- 
tion, and @ considerable volume of new 
building of small houses to shelter 
workers. However, there is already a 
shortage of skilled artisans in the build- 
ing trades, and they will be mostly em- 
ployed on the industrial projects. Under 
these conditions it is inevitable that the 
cost of building must advance, and in 
the industrial regions, wherever boom 
conditions develop, the value of existing 


commercial and industrial buildings will 
tend to increase. 


Boom Possibilities 


Back in 1936 the soldiers’ bonus was 
paid to the veterans of the World War, 
and that payment stimulated an upturn 
in the demand for consumers goods 
which developed for a time into a very 
plausible imitation of a real prosperity. 
It proved not to be a self-sustaining 
recovery, and the boom into which 
we are now moving will not be self- 
sustaining either, for it rests on a 
foundation of deficit financing, and its 
products are the implements of war 
which are in no sense income-producing. 

Nevertheless this period can develop 


into a real industrial boom, and it can 


last for a long time. Our expenditures 
for munitions, coupled with those of 
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Great Britain, are going to be so huge 
that their economic effect will be similar 
to that which would develop if we were 
to pay out a soldiers’ bonus each month 
over a long series of months. There 
will be the difference that under those 
circumstances we should have a boom 
in the consumers goods industries first, 
and one in the heavy industries later 
on, while as things are the order will 
be reversed. The fact remains, however, 
that we are going to have a boom be- 
cause so much money is going to be 
spent so fast that the boom is inevitable. 


Prices 


Some kinds of prices are going to 
advance, and very few kinds are going 
to decline, in the next two years. One 
price that is already visibly advancing 
is the price of labor, and it is clear that 
further increases are on the way. This 
is partly because the labor market for 
many kinds of skilled and semi-sk#led 
workers has already become highly 
competitive. It is partly because the 


demand for the production of munitions, 


is becoming so insistent that increasing 
amounts of over-time are being added 
to our abnormally brief legal working 
week. Finally the price of labor is go- 
ing up because the labor organizations 
have the power to force it up. 

Now when the price of labor moves 
upward in industries that are already 
producing at full capacity, it almost in- 
evitably follows that the prices of the 
goods produced advance also. We are 
moving toward a combination of condi- 
tions in which the demands on the labor 
market for skilled workers, and the de- 
mands on industry for production, will 
generate competitive bidding for both. 
Under ordinary circumstances _ this 
would mean that we should soon see 
important advances in the cost of liv- 
ing, and that we should soon be dis- 
cussing the possibilities of inflation, but 
_ once more it must be stressed that these 
are not ordinary circumstances. 

Inflation may be very simply de- 


scribed as being a flow of purchasing 
power into the hands of consumers in 
excess of the supply of goods that they 
want to buy. When that happens there 
is competitive bidding for the goods, 
and as a result sharp advances take 
place in their prices. Under present 
conditions we need not fear that we 
shall experience in 1941 the kind of in- 
flationary price increases that result in 
large and sudden advances in the cost 
of living. The chief reason for this is 
that a large part of the cost of living 
consists of payments for food, for cloth- 
ing, and for rent. 

We need not fear important advances 
in the price of food because our exports 
are reduced and our defense effort does 
not make unusual demands on our food 
producers. The same is true somewhat 
less definitely in the case of textiles. The 
defense effort makes some unusual de- 
mands for them, but they are not ex- 
treme. In most places similar conditions 
govern rents. In some areas they will 
advance, but no serious and general 
increases are to be expected in 1941. 
In general terms we may safely con- 
clude that we should not experience in 
1941 the development of such important 
and wide-spread price advances that we 
should be justified in discussing them 
in terms of inflation. 

Stock prices will probably have a 
generally rising trend in 1941, for they 
are now abnormally low in relationship 
to the earnings of corporations. More- 
over the yields from stock dividends are 
high as compared with those available 
through bond interest. It seems unlikely 
that there will be a prolonged or en- 
thusiastic bull market for stocks, be- 
cause investors are wary of the existing 
high taxes, and anticipate that coming 
taxes will be still higher. Moreover 
the new regulations have largely ban- 
ished speculation from the markets, as 
they have from business ventures. Bond 
prices will probably reach their high- 
est levels for this movement some time 
in 1941, and turn slowly downward.— 
From a recent address before the Cleve- 
land Chamber of Commerce. 
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The Central Bank Point of View 


By M. S. Szymczak 
Member, Board of Governors, Federal Reserve System, Washington, D. C. 


rE is impossible to see what is really 
to the individual banker’s interest 

unless we bring into the picture 
those facts that are not discernible in 
the individual bank’s operations but 
only in the banking system’s operations 
as a whole. It then becomes apparent 
that every bank that owns a bond or 
holds a promissory note is a beneficiary 
of the Federal Reserve System’s opera- 
tions whether it shares all the benefits 
and obligations of membership or not. 

In the light of conditions that have 
prevailed in recent years, few banks 
have needed to borrow. Though the Re- 
serve banks have had occasion to guard 
bank portfolios against the effects of 
disturbances in the bond market, they 
have had little or no occasion, by dis- 
counting for individual member banks 
or by buying securities in the open mar- 
ket, to enlarge the fund of reserves 
available to banks. In the aggregate, 
bank reserves have greatly exceeded re- 
quirements. Our estimate is that mem- 
ber banks as a whole have excess re- 
serves of nearly seven billion dollars. 
It is obvious that if this situation 
presents any problem at all, it is a prob- 
lem of superabundant reserves and not 
of insufficient reserves; and that if any 
action by the Reserve authorities will 
be called for, it will not be action to 
provide for expansion but to guard 
against over-expansion. What such ac- 
tion might be one can not say until the 
need for action develops. There cer- 
tainly is no such need at present. But 
beyond that is the important fact that 
the present situation and its potential- 
ities are such that the powers of the 
Federal Reserve authorities would not 
be effective against them. Those powers 
were based on experience which in- 
cluded no precedent for what now exists. 


They were based on the assumption that 
reserves greatly in excess of require- 
ments, practically speaking, would never 
exist. That assumption in the light of 
former experience was thoroughly rea- 
sonable. There was no ground for any 
other assumption. The figures, the 
charts, and the discussions that reflect 
conditions as they were prior to 1932 
show no excess reserves. If any excess 
had developed through imports of gold 
or liquidation of bank credit, it could 
have been readily offset by open market 
operations, if necessary. At present the 
most that the Reserve authorities could 
do by open market operations would 
be to reduce excess reserves by much 
less than half. 

During the past few years, the super- 
abundant excess reserves have not been 
put into use and therefore it has been 
hard to arouse interest in the need of 
safeguards against over extension of 
bank -credit. 

However, we see bank reserves now 
forming a potential basis for an over- 
extension of credit just at a time when 
the defense program gives occasion for 
an immense demand for credit. 


Adequate Powers Needed 


The uncertainties of the future are 
indeed tremendous. How long and ex- 
tensive will the war be, will our par- 
ticipation be belligerent or nonbelliger- 
ent, will the victory be partial or 
complete, will the peace be constructive 
or vengeful? However events may an- 
swer those questions, we may be sure 
that the central banking functions of the 
Federal Reserve System will be more 
and more essential to our economy. We 
shall have more occasion than ever for 
a wise regulation of domestic credit, so 
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A book that provides in one volume 
a Complete Banking Library 


GLENN G. MUNN’S 


ENCYCLOPEDIA 


of Banking and Finance - 


An indispensable work of reference for the banker, 
broker, business man or student 


ERE is a book that contains 865 

pages and over 3500 terms relating 
to money, credit, banking practice, 
history, law, accounting and organiza- 
tion, foreign exchange, trusts invest- 
ments, speculation, markets and broker- 
age. 

With this convenient volume on your 
desk you are in a position to answer 
any question which may arise pertain- 
ing in any way to banking, investment 
or finance. All market terms and 
operations are carefully described. 

An important feature is the bibli- 
ography given at the end of each term, 
referring the reader to sources of addi- 
tional information on any subject in 
which he is particularly interested. 
Why not examine a copy at your own 
desk at our risk? 
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that it may be readily available for 
proper use wherever and whenever 
needed and so that it may not be avail- 
able for harmful, speculative use. This 
requires that central banking respon- 
sibilities be implemented with effective 
powers, and not left as at present with 
powers that the developments of recent 
years have rendered ineffective. We 
shall also have more occasion than ever 
for a strict husbanding of our credit 
resources against the time when they 
can be used for restoration of trade re- 
lations with other countries. It is in 
this process, both for our own good and 
that of the world at large, that proper 
use for our gold stock must be found, 


and as the gold now abnormally ac- 
cumulating here is redistributed, Federal 
Reserve Bank credit may be counted on 
to take the place of the gold withdrawn, 
if necessary to prevent disturbance of 
the domestic supply of credit. 


Collective View Essential 


That is the problem as it presents 
itself to the central banking authorities. 
If we wait until the problem reaches 
the doors of your individual bank then 
it may be too late. If it is met and 
solved as a central banking problem, it 
need never present itself as an individ- 
ual banking problem. That is what we 
are supposed to prevent. The solution, 
however, is not for the central banking 
authorities to devise and apply by them- 
selves. It is a collective matter. It is 
one that concerns you and demands 
your participation. Yet it requires more 
than merely the point of view of the 
individual bank. It requires that the 
point of view of the banking system as 
a whole be taken, that the close inter- 
connection of bank with bank in an or- 
ganic system be recognized as a funda- 
mental condition, and that the essential 
purposes of central banking action be 
understood. 


The Central Banking Point of View 


Please understand that in emphasiz- 
ing the point of view of the central 
banking organization I am not asking 
for the sacrifice of any other point of 
view. I am not suggesting that the in- 
dividual banker give up any of his prin- 
ciples. Instead, I am saying that a so- 
lution of the problem requires not only 
the point of view of the individual bank 
with its recognition of the facts brought 
to every banker’s attention by day to 
day experience, but also the point of 
view of central banking with its recog: 
nition of the facts that stand out in the 
operations of the banking system con- 
sidered as a whole—From an address 
at a recent meeting of the Chicago Dis- 
trict Illinois Bankers Association. 
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Special Weeks in 1941 


HE following list of special weeks 

to be observed during 1941 has 

been compiled, with permission, 
from the 1941 Sales Promotion Cal- 
endar for Retailers and National Ad- 
vertisers, published by the National 
Retail Dry Goods Association, 101 West 
3lst Street, New York City (price of 
calendar is $2.50). This list is brought 
to the attention of our readers to aid in 
planning advertising or publicity to tie 
in with local observance of these occa- 
sions. The name and address of the 
association or publication sponsoring 
each special week is given wherever 
possible so that detailed information 
may be obtained if desired. 

(*Indicates tentative date) : 


January 12-18—Tobacco Week—National 
Association of Tobacco Distributors, 200 
Fifth Avenue, New York City. 

January 17-23—National Thrift Week—Na- 
tional Thrift Week Committee, J. Robert 
Stout, 22 Park Place, New York City. 

January 23-31—WNational Peanut Week— 
National Peanut Council, 312 American 
Bank Building, Suffold, Va. 

January 26-31—Hot Tea Week—Tea Bu- 
reau, Inc., 500 Fifth Avenue, New York 
City. 

February 3-8—Notion Market Week—Na- 
tional Notion Association, 1170 Broadway, 
New York City. 

February 7-13—Boy Scout Anniversary 
Week—Boy Scouts of America, 2 Park 
Avenue, New York City. 

, February 9-16—National Drama Week— 
Drama League, Mrs. Samuel Newton, 
1125 Park Avenue, New York City. 

February 12-22—National Defense Week— 
Reserve Officers Association of U. S., 
1653 Penn Ave., Washington, D. C. 

February 15-22—National Cherry Week— 
National Cherry Week Committee, Fre- 
mont, Mich. 

February 20-26—Better, American Speech 
Week—National Association for American 
Speech, 174 W. 76th St., New York City. 

February 22-March 1—National Sew and 
Save Week—National Needlecraft Bu- 
reau, 385 Fifth Avenue, New York City. 

*March 3-8—National Display Week—Inter- 
national Assn. of Display Men, Evening 
Star Bldg., Washington, D. C. 


March 12-18—Girl Scout Anniversary Week 
—Girl Scouts, Inc., 570 Lexington Avenue, 
New York City. 

*March 16-22—National Wild Life Restora- 
tion Week—Wild Life Federation, 1626 
K St., N. W., Washington, D. C. 

March 29-April 5—WNational Baseball Week 
—Sporting Goods Dealer, St. Louis, Mo. 

April 1-7—Conservation Week—National 
Life Conservation Society, 2239 Tiebout 
Avenue, New York City. 

April 13-19—National Garden Week. 

April 20-26—Be-Kind-to-Animals Anniver- 
sary Week—American Humane Associa- 
tion, 135 Washington Ave., Albany, N. Y. 

April 21-26—National Notion Week—Na- 
tional Notion Assn., 1170 Broadway, New 
York City. 

April 21-26—National Foot Health Week— 
National Foot Health Council, Phoenix 
Bldg., Rockland, Mass. ’ 

April 26-May 3—National Fishermen’s 
Week—Sporting Goods Dealer, St. Louis, 
Mo. 

April 27-May 3—wNational Better Homes 
Week—Purdue Research Foundation, La- 
fayette, Ind. 

April 28-May 3—WNational Baby Week— 
Earnshaw Publications, Inc., 71 W. 35th 
St., New York City. 

May 1-7—National Egg Week—National 
Poultry Council, East Greenwich, R. I. 

May 4-11—WNational Music Week—National 
Music Week Committee, 45 W. 45th St., 
New York City. 

May 5-11—WNational Restaurant Week—Na- 
tional Restaurant Association, 666 Lake 
Shore Drive, Chicago. 

May 10-17—National Golf Week—Sporting 
Goods Dealer, St. Louis, Mo. 


May 11-17—WNational Raisin Week—Fresno 
County Chamber of Commerce, 1039 H 
St., Fresno, Calif. 

May 12-18—Peace Week—World Fellow- 
ship, 155 N. Clark St., Chicago. 

*May 16-24—WNational Cotton Week—Cotton 
Textile Institute, 320 Broadway, New 
York City. 

*May 18-24—National First Aid Week— 
National Assn. of Retail Druggists, 205 
W. Wacker Drive, Chicago. 

*May 18-24—Foreign Trade Week—U. S. 
Chamber of Commerce, Washington, D. C. 

May 18-25—Poetry Week. 

May 20-30—Buddy Poppy Week—Veterans 
of Foreign Wars, 1650 Broadway, New 
York City. 
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May 24-31—National Tennis Week—Sport- 
ing Goods Dealer, St. Louis, Mo. 

June 9-14—WNational Luggage and Leather 
Goods Week—Luggage and _ Leather 
Goods, 1170 Broadway, New York City. 

June 15-21—Send a Child to Camp Week 
—Children’s Welfare Fed. of New York 
City, 435 Ninth Ave. 

June 23-28 — National Swim-for-Health 
Week—National Swim-for-Health Com- 
mittee, Martin Stern, 122 E. 42nd St. 
New York City. 

June 29-July 5—Iced Tea Week—Tea Bu- 
reau, Inc., 500 Fifth Avenue, New York 
City. 

September 16-21—Constitution Week—Con- 
stitution Educational Assn., 28 E. Jack- 
son Blvd., Chicago. 

September 21-27—National Dog Week—Na- 
tional Dog Week Committee, 3323 Michi- 
gan Blvd., Chicago. 

September 21-27—WNational Newspaper 
Boys’ Week—Newspaper Boys of Amer- 
ica, Inc., Indianapolis. 

September 22-28—Better Parenthood Week 
—The Parents Magazine, 52 Vanderbilt 
Ave., New York City. 

October-—Better Light-Better Sight Month 
—Better Light-Better Sight Bureau, 420 
Lexington Ave., New York City. 


TRUST DEPARTMENTS 
ALL OVER THE 
COUNTRY ARE USING 


Personal Trust 
Administration 


By CUTHBERT LEE 


A Working Manual for 
Every Trust Department 


Price $5.00 


BANKERS PUBLISHING CO. 


465 Main STREET 
CAMBRIDGE, Mass. 


October (during)—Business Women’s Week 
—National Federation of Business and 
Professional Women’s Clubs, Inc., 1819 
Broadway, New York City. 

October (during)—Jational Retail Grocers’ 
Week—National Assn. of Retail Grocers, 
360 N. Michigan Ave., Chicago. 

*October 2-12 — Nationally Advertised 
Brands Week—Drug Topics, 330 W. 42nd 
St., New York City. 

*October 4-11—National Furniture Week— 
National Retail Furniture Assn., 666 Lake 
Shore Drive, Chicago. 

*October 5-11—WNational Letter Writing 
Week—Paper, Stationery and Tablet 
Mfrs. Assn., 527 Fifth Ave., New York 
City. 

October 5-11—Fire Prevention Week—Na- 
tional Board of Fire Underwriters, 85 
John St., New York City. 

*October 12-19—National Wine Week— 
Wine Advisory Board, 82 Second Ave. 
San Francisco. 

“October 19-25—National Pharmacy Week 
—American Pharmaceutical Assn., 2215 
Constitution Ave., Washington, D. C. 

October 26-November 1—Girl Scout Week 
—Girl Scouts, Inc., 570 Lexington Ave. 
New York City. 

October 26-November 1—National Donut 
Week—Doughnut Corporation of America, 
1170 Broadway, New York City. 

October 31-November 6—National Apple 
Week—International Apple Assn., 1108 
Mercantile Bldg., Rochester, N. Y. 

November 1-7—American Art Week— 
American Artists Professional League, 
Mrs. Topping Green, Long Branch, N. J. 

November 5-10—Official Speech Week—Na- 
tional Assn. of American Speech, 174 W. 
76th St., New York City. 

November 10-16—Father-and-Son Week— 
International Council of Religious Edu- 
cation, 203 N. Wabash Ave., Chicago. 

November 10-16—American Education Week 


—National Education Assn. of U. S., 1201, 


16th St., N. W., Washington, D. C. 


November 11-30—Red Cross Week—Ameri- 
can Red Cross, 315 Lexington Ave., New 
York City. : 


*November 16-22—Book Week—Book Week 
Committee, 62 W. 45th St., New York 
City. 

December 1-16—WNational Prosperity Week 
—Christmas Clubs, 341 Madison Ave, 
New York City. 


December 7-14—International Golden Rule 
Week—Golden Rule Foundation, 60 E. 
42nd St., New York City. 


December 25-January 1—National Hobby 
Week—The Hobby Guild of America, Il 
W. 42nd St. New York City. 
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What Could Start an Inflation ? 


By BenyJAMIN M. ANDERSON 
Professor of Economics, University of California, and Consulting Economist, Capital 
Research Company, Los Angeles 


HE word “inflation” has so many 

meanings that I do not use it with- 

out quotation marks. I do not think 
that it is a good scientific term. Cer- 
tainly if it were true that the rising 
volume of money in circulation and the 
rising volume of bank deposits, un- 
matched by an increase in the volume 
of trade, must raise commodity prices, 
we should have had commodity prices 
far higher today than they are. If we 
compare 1935 and 1940 with respect 
to these points, we find: (1) money in 
circulation has risen from about five 
and one-half billions to a little over 
eight billions; (2) deposits have risen 
from about seventeen billions (June 30, 
1935) to about twenty-eight billions 
(June 30, 1940); (3) but commodity 
prices have fallen by about 10 per cent 
in the same five years. 

Nor have all the extraordinary things 
done under the Thomas Amendment of 
1933, the Gold Reserve Act of 1934, 
and the Silver Purchase Act of 1934 led 
to anything like the rise in prices that 
was expected or feared as these acts 
came. The gold content of the dollar 
has been cut 41 per cent, and we have 
seen member bank excess reserves rise 
to around seven billion dollars, with 
surprisingly little result. 

The rise in prices 1933-37 was pri- 
marily, in my opinion, due to non- 
monetary causes, the chief of which was 
recovery from an unprecedented panic. 


Dynamite Spread Out 


Of course, measures of this violence 
would have led to a big price rise in a 
small country which had a large pro- 
portion of its dealings in the world 
market and which was operating in a 


stable world. But when a country as 
big as the United States undertook 
things of this sort, it destroyed so much 
credit in the world that it prevented the 
thing it was aiming at. International 
credit largely ceased and the world 
came pretty much to a cash basis in 
international transactions, And we got 
nothing like the reaction that advocates 
of these measures expected. Moreover, 
the effect of this was largely over by 
1935 so far as commodity prices were 
concerned; and it was all over and 
more than over following the break in 
1937. But the debasement of the dollar 
remains, and the vast expansion of 
member bank reserves remains, and the 
big increase in deposits remains. Dyna- 
mite is spread out. We have not yet 
had the explosion. But the amount of 
explosive material is very, very: great, 
and the possibility of inflationary ex- 
plosion is always to be entertained. 

In this explosive material spread out, 
there is one element which I have been 
watching for several years with keen 
interest and not a little apprehension. 
It is not necessary that there should be 
any further expansion of bank credit 
for this factor to become operative. I 
refer to the existing volume of idle bank 
deposits—capital funds in the hands of 
scared investors. I have in mind one 
country bank with deposits of about one 
million dollars in which there are 
twenty-three accounts like the following: 
a country doctor, living ten miles from 
town, has eighteen thousand dollars on 
deposit in this bank and has had it there 
for three or four years. He gets no 
interest on it. He doesn’t know what to 
do with it. He had never had more 
than two or three hundred dollars on 
deposit before he placed this deposit 
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there except perhaps for two or three 
days when he was shifting mortgages. 
He distrusts mortgages now. Perhaps 
once a month he drops in at the bank 
and says something to the banker about 
the stock market. He never does any- 
thing. And there are twenty-three ac- 
counts like that in this one bank. I 
have questioned many bankers in many 
parts of the country—in the Pacific 
Northwest, in the Chicago region, in 
New York, and even in the Atlanta Fed- 
eral Reserve District—everywhere the 
story is the same. All over the country 
there are large sums of idle capital on 
deposit, belonging to scared investors 
who, not knowing what to do, have for 
a long time done nothing. 


Possible Inflation Starters 


What can happen to ignite this great 
mass of explosive material? One thing 
that could start it would be such a great 
irresponsibility in the handling of the 
financial problems of the Government— 
continued vast borrowings from the 
banks, continued vast peacetime ex- 


‘‘Dynamite is spread out. We 
have not yet had the explosion. 
But the amount of explosive 
material is very, very great, and 
the possibility of inflationary 
explosion is always to be enter- 
tained. 

‘‘In this explosive material 
spread out, there is one element 
which I have been watching for 
several years with keen interest 
and not a little apprehension. It 
is not necessary that there 
should be any further expansion 
of bank credit for this factor to 
become operative. I refer to 
the existing volume of idle bank 
deposits—capital funds in the 
hands of scared _ investors,’’ 
points out Dr. Anderson in the 
accompanying portion of his 
recent address before a meeting 
of The California State Cham- 
ber of Commerce. 


penditures, rapidly growing prepared- 
ness expenditures, and rapidly growing 
public debt—as to develop widespread 
fears regarding the Government’s credit, 
fears which culminate in concern for the 
quality of the currency. From these 
fears there could come the feeling that 
it is unsafe to hold dollars, unsafe to 
hold Government bonds, unsafe to hold 
any bonds, unsafe to hold any invest- 
ments tied up with dollars. If such 
fears suddenly become widespread, 
there could come a rush from dollars 
into equities, especially real estate and 
common stocks. With the rapidly ris- 
ing prices of equities, there would come 
profits which, spent for commodities, 
could generate a rapid rise in commod- 
ity prices; and there could come also 
commodity speculation of a sort that 
would generate a big rise in commodity 
prices. It ought to be possible for us 
to avert this kind of thing. But it will 
take a much greater manifestation of 
financial responsibility than has been 
apparent in Washington in recent years 
to do it. 

A second thing that could start a 
very radical rise in commodity prices, 
and cost of living, as well as in equities, 
would be a great quickening of indus- 
try leading to full employment so that 
further bidding for commodities can not 
lead to further production but merely 
to pull and haul among competing bid- 
ders. We reached this situation in the 
last war at the end of 1915 and a ter- 
rific rise in wholesale prices began, 
amounting to 50 per cent in the single 
year, 1916. 


**Bottleneck’’ Dangers 


Third, less certainly, short of this, 
a radical price rise might start through 
the appearance of bottlenecks before 
full employment is reached, with com- 
petition for the products of bottleneck 
industries forcing a violent rise in their 
prices as labor costs, including over- 
time, mounted in these lines. In a 
natural economy such a sudden spurt of 
bottleneck prices would be most likely 
to lead to a general business reaction; 
but in a situation in which the Govern- 
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ment is spending vast sums in a war 
preparedness program, it could easily 
precipitate a startling runup in the 
prices of bottleneck commodities, second 
in related commodities, and finally over 
a wide area. 

A runup of prices following full em- 
ployment, or through a forced pace of 
public spending overcoming rising 
bottleneck costs, becomes a much more 
imminent danger than it would other- 
wise be as a result of the wage and 
hour legislation of 1938. I regard this 
legislation as the most dangerous single 
piece of New Deal legislation, and as 
the one needing earliest revision if we 
are to avoid very grave difficulties. With 
it I associate the law relating to hours 
and wages on Government contracts, 
particularly harmful at the present 
time. Legislation designed to prevent 
excessive hours of labor, to protect the 
health and the efficiency of labor, I 
sympathize with. But this does not mean 
a forty-hour week. The theory of the 
forty-hour week rather is that we have 
too large a labor force, and that we 
can make employment for the unem- 
ployed only by lessening the amount 
of work which the employed can do. A 
country really trying to assert its full 
strength in a great war effort must not 
strangle itself by following a theory of 
this kind. 


Wage and Hour Law 


In the wage and hour law, moreover, 
I regard the statutory requirement of 
time and a half for overtime after forty 
hours as the most dangerous single 
provision. It can in the near future 
bring us to a sudden jolt which might 
be met either by business reaction or 
by a flareup of commodity prices. If 
there were flexibility in it—a graduated 
scale of, say, 5 per cent for overtime 
after forty hours, 10 per cent after 
forty-two hours and so on, with 50 per 
cent after forty-eight hours—we should 
be very much less in danger of violent 
shocks; and the danger would be, more- 
over, deferred. 

If the additional war preparedness 


expenditures finally precipitate a dan- 
gerous boom, it will be no simple and 
easy task to control it. It can be said 
with absolute certainty that there exists 
no financial device like the Westing- 
house air brake which can bring such 
a movement gently to a pause. I am 
aware that there are men in Washing- 
ton who have apparent confidence in 
plans for controlling prices by watch- 
ing them and by talking them down or 
by various coercive measures. And 
there are doubtless still some in Wash- 
ington who have confidence in the 
mathematical formulas of the currency 
manipulators which have been proved 
so utterly ineffective over the past seven 
years. But I should prefer to do what 
can be done to permit an immense ex- 
pansion in the production of goods, so 
as to delay the time when this problem 
has to be faced. I should wish to re- 
move needless Governmental restraints 
on the production of goods, and very 
especially to relax the wage and hour 
act which seems to me to be the most 
dangerous of these restraints. 


© 


FAIR PRICE STRUCTURE 
ESSENTIAL 


Ir is hoped that the control of prices 
may be accomplished by common coun- 
sel and free discussion, rather than by 
the arbitrary use of governmental pow- 
ers. It is essential that a reasonable and 
fair price structure be maintained so 
that wages can be uniform, for if the 
scale of prices should begin to rise, 
followed by wage increases, there will 
be created a dual ascendancy toward in- 
flation that no power will be able to 
control. In our endeavor to avoid the 
pitfalls of inflation, it is earnestly hoped 
that our patriotism will rise above any 
incentive by business or labor to un- 
reasonably profit by the war, with its 
tragedies, or by the national defense 
program.—Fred F. Florence, President, 
Republic Nationab Bank of Dallas, 


Texas, in a recent address. 
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Life Insuranee and Trust 
Couneil Work 


By Roy H. Boot 
Assistant Trust Officer, National Shawmut Bank of Boston, Mass. 


E all realize that life insurance 

plays a tremendous part in trusts. 

Therefore, it was only natural 
that the life insurance underwriters and 
trust men should get together for 
mutual study and codperation, with a 
view to giving a better value to cus- 
tomers. That, after all, is the real key- 
note of the “life insurance and trust 
council.” We learn through study, 
through coéperation and through a bet- 
ter understanding of each other’s prob- 
lems. We also, through this connection, 
make available to ourselves the serv- 
ices of experts in other fields. 

When this movement first started we 
had the problem of proving that under- 
writers and trust men did not compete. 
This was not hard because the trust 
business really starts where the insur- 
ance business leaves off. They create 
an estate, we manage it, and the two are 
bound closely together. 


What Council Does 


What does the council actually do? 
It provides an opportunity for the lead- 
ing underwriters and the trust men first, 
to become acquainted; second, to de- 
velop a mutual trust and understand- 
ing; third, to learn to codperate, know- 
ing that there is no competition between 
themselves; fourth, to learn more about 
each other’s business; fifth, to keep up 
to date in our own business; sixth, to 
know experts in the other fields and 
have the confidence and the trust in 
them to call upon them for their serv- 
ices; seventh, through this codperation 
in study and application we give an 
extremely improved service to our cus- 
tomers. 

This is done through our meetings 


where problems are discussed; where 
we hear speakers on features of trusts 
and insurance; where we have open 
forums; where we discuss actual case 
histories; where we are kept informed 
on up-to-date changes in taxes, regula- 
tions, court decisions, etc. All of this 
makes us better able to serve; it makes 
us better trust men; it makes the insur- 
ance underwriters more capable. Natur- 
ally, we are able to give more to those 
we serve. 

So we have gone ahead and done this 
in certain cities. We have worked hard 
and we have accomplished things. We 
have really developed an esprit de corps 
between the trust men and the insurance 
underwriters, a joining together of two 
great public services. We have found 
that by working together through estate 
analysis, we can ieally serve our cus- 
tomers. We are “giving” something of 
real value. ‘ 

This unselfish business about giving 
more service and knowing more about 
what we are doing is all right—but 
everything has to be paid for; there- 
fore, when we get through with all this 
extra work and this idea of giving more 
to our customers, we must take stock of 
just what has been accomplished. 


Value Received 


We find that in spite of giving more 


we are getting more. The life under- 
writer finds that he is writing more in- 
surance; the trust man finds that he is 
securing better trusts. Our business is 
no different from anything else; our 
main sources of new business is satis- 
fied customers. We are not selling 
drinks or cheap shoes. We are selling 
a quality product; we are selling a serv- 
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ice which runs into real money. There- 
fore, our selling must be, for the most 
part, through the endless chain system. 
Our prospects must come to us through 
those that we have served and served 
well. That is why I say that we, too, 
have received an ultimate value through 
the insurance council. We have re- 
ceived it because it has enlarged the 
scope of our services; because more 
people are told about our services; be- 
cause we are helped by the tremendous 
sales power of the insurance men. 

We receive this help because we have 
shown them that we can help them get 
more business; that we can help them 
get larger cases; that we can help them 
sell their insurance through our recom- 
mendation as a disinterested third party. 
We not only recommend, but prove 
through estate analysis that their serv- 
ice is needed whenever the conditions 
are such that the customer will be best 
served through the use of insurance. We 
have even recommended insurance when 
an insurance man thought a customer 
had all he could use, and we have 
proved it otherwise. Not only have we 
helped sell cases, but they have been 
sold for a definite reason, a reason that 
shows in black and white, and this has 
made the client glad that he bought it, 
and when a man is proud of the way 
he has arranged his estate and of the 
insurance which he has bought for spe- 
cific purposes, then he tells his friends. 
If he has enough money to make a 
profitable trust for us, you can bet that 
his friends have too. In other words, 
we have put ourselves right into the re- 
served seat section, and those that sit 
there, for the most part, have the price. 


Mutual Aid Possible 


How does a life ‘insurance trust 
council actually produce business? Let 
us start on the premise that a council 
is in running order. Through the coun- 
cil’s activity, the trust men and insur- 
ance underwriters have a mutual under- 
standing of each other’s business. They 
know enough about each other’s busi- 
ness to recognize when expert advice is 
needed. They know that the trust man 


and the underwriter form the best com- 
bination to properly analyze an estate. 
The trust man can also contribute all 
the necessary reinforcements and help 
in the matter of personnel and experts 
to do a real job. The underwriters and 
the trust men also know enough about 
each other to share a mutual trust in 
each other. They know their prospects 
and customers can be mutually dis- 
cussed and acted upon, firm jin the 
knowledge that fair play will prevail 
and that each will get the business that 
best suits the needs of the customer. 


Advantage to Underwriter 


What are the advantages to the un- 
derwriter? Because we are only human, 
if there are no advantages, there is nét 
going to be any codperation. 

Through coéperation with a trust man 
and through the estate analysis method 
of selling, the insurance underwriter in 
close codperation with the trust man is 
able to do a complete job for his cus- 
tomer. In other words, he fills all the 
customer’s needs; therefore, he controls 
that customer’s insurance business. He 
will not have some other insurance man 
coming in with a smart idea and taking 
away his customer, because with the 
help of the trust man, he has planned 
the future of that estate, and if it is 
well -planned, there should be no occa- 
sion for the purchase of insurance from 
any other underwriter. This is true, 
because the future is mapped out in a 
well planned estate analysis. Further- 
more, the insurance underwriter shows 


“If you line up with the 
leading life underwriters, you 
will find them a _ continual 
source of new business leads for 
insurance trusts, living trusts, 
and executorships,’’? points out 
Mr. Booth in the accompanying 
description of the work of life 
insurance and trust councils. 
This is a portion of an address 
given by Mr. Booth at a recent 
ABA regional trust conference. 
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a definite reason for each piece of in- 
surance that is recommended for pur- 
chase. He shows in black and white, 
through the estate analysis, the reason 
for the purchasing and the result of 
the purchase, and to top it off, he has 
a third party, disinterested as far as 
commissions on insurance are concerned 
who recommends the purchase of this 
insurance through the analysis. Beyond 
that, it is not only an individual recom- 
mending the purchase, but it is an in- 
dividual with the background of a trust 
organization which gives this advice. 
There is no stronger selling aid. Of 
additional interest to underwriters, in 
ninety-nine cases out of a hundred, you 
will find that estate analysis proves a 
need for greater insurance coverage 
than the underwriter could ever sell in 
a straight sale. 


Advantages to Trust Man 


What are the advantages to the trust 
man? The great advantage is that he 
has affiliated himself with a great sales 
force. Underwriters are probably the 
greatest example of organized sales ef- 
fort. Their numbers are thousands, and 
their energy is unbounded. The trust 
man who proves himself helpful to the 
underwriter through arranging for his 
customers a complete program that pro- 
tects all future purchases for the under- 
writer, will have plenty of men out sing- 
ing his praises and selling his trusts. 
In other words, he is able to put out 
feelers in every direction and to contact 
people he would never meet otherwise. 
His missionary work is done by the un- 
derwriters. Furthermore, when insur- 
ance is recommended in his analysis, 
and it is a rare one that does not recom- 
mend insurance, he has the advice of an 
expert insurance man, one who is inter- 
ested in the client and one who is in- 
terested in the trust; therefore, he can 
recommend the most advantageous pur- 
chase to the customer. 

If you line up with the leading life 
underwriters, you will find them a con- 
tinual source of new business leads for 
insurance trusts, living trusts, and 


executorships. They will find you a 
powerful ally in serving their customers. 
In summary: 

The ultimate value to the customer is 
the important thing. All types of busi- 
ness, ours included, must give the very 
best value to the man who pays the 
bill. 

Trust men can give the best value to 
their clients only through taking advan- 
tage of all opportunities to learn. 

The insurance and trust council offers 
a real opportunity for the underwriters 
and the trust men to codperate in giving 
to their customers more for their dollar, 

The estate analysis method of 
handling the formation of trusts is the 
most thorough way. It gives the cus- 
tomer complete coverage; it allows long 
range planning. 

If you do not have a life insurance 
and trust council in your community, 
you should appoint one man in your 
bank to look into the possibility. This 
man, assigned to look into the matter 
of the council, will find considerable 
material available through the A. B. A. 
and he will also find the trust men in 
communities where the councils are al- 
ready established most willing to be 
helpful in every possible way. 


© 


Do the people of this land—in the 
providence of God, favored, as they 
sometimes boast, above all others in the 
plenitudes of their liberties—desire to 
preserve those so carefully protected by 
the first amendment: liberty of religious 
worship, freedom of speech and of the 
press, and the right as free men peace- 
ably to assemble and to petition their 
government for a redress of grievances? 
If so, let them withstand all beginnings 
of encroachment. For the saddest epi- 
taph which can be carved in the memory 
of a vanished liberty is that it was lost 
because its possessors failed to stretch 
forth a saving hand while yet there was 
time.—From the decision of the United 
States Supreme Court in the case of As 
sociated Press vs. National Labor Rela 
tions Board, April, 1937. 


THE BANKERS MAGAZINE for January, 1942 





SURVEY 


Condensations from Magazines, Reviews, 
Reports, Bulletins, Radio Discussions, 
Advisory Services, Newspapers, etc. 


DEFENSE SPENDING’S EFFECTS ON NATIONAL INCOME 


The Conference Board, New York City 


CTUAL effects of defense expendi- 
tures upon the volume of our na- 
tional income will not reach their 

peak until June and July of 1941, and 
will then amount to about $500 million 
per month, according to estimates made 
by the Division of Industrial Economics 
of The Conference Board. 

The Board’s estimates are based on 
defense contracts awarded by the Gov- 
ernment up to October 1, 1940, and on 
the scheduled rates of progress on those 
contracts. 

Although recent Government figures 
indicate that monthly income payments 
to individuals rose 5.7 per cent during 
the first nine months of 1940 over the 
total of $51 billion for the same period 
of 1939, and reached the figure of $54 
billion, defense spending was respon- 
sible for only a small part of this rise, 
and its influence was confined almost 
entirely to September. Foreign war or- 
ders were found to be responsible for 
most of the increase which took place 
in eight of the nine months under re- 
view. 

Actual domestic defense expenditures 
for September, 1940, amounted to only 
$170 million, in contrast to a realized 
national income for 1940 which will 
amount to about $71.7 billion. The to- 
tal of actual defense expenditures for 
the entire year 1940 will probably not 


exceed $1 billion, excluding outlays for 
pay and travel. 

The effect of foreign orders on our 
national income, however, can be seen 
in the fact that purchases from this 
country by the United Kingdom and 
Canada in the first six months of 1940 
totaled almost one and one-half billion 
dollars, and that up to September 16, 
those two countries had placed orders 
for military equipment totaling two bil- 
lion dollars. 

Evidence that our own spending for 
national defense has begun to have an 
effect upon our national income is found 
in recent gains in national income, 
which show that the greatest advances 
in income payments took place in the 
period from July-to October. The third 
quarter increase amounted to 6.6 per 
cent, as compared with gains of 5.3 per 
cent in the first quarter and of 5.1 per 
cent in the second. Defense expendi- 
tures for the three months of the third 
quarter respectively amounted to $97 
million, $115 million, and $170 million. 
Confirming the importance of defense 
spending is the fact that although in- 
come payments normally rise between 
August and September, the gain in Sep- 
tember, 1940, was greater than in any 
other September for which data are 
available. 

The defense contracts let up to Octo- 
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ber, 1940, will not exert their full in- 
fluence until June and July of 1941. No 
let-down is expected after those months, 
since new contracts continue to be 
awarded, but their full effect will not 
be felt until the latter half of 1941 or 
beyond. 

Some idea of how great the influence 
of defense spending may be on the na- 
tional income can be gained by examin- 
ing the course followed by national in- 
come during the World War period, 
when income increased from $33 billion 
in 1915 to $68 billion in 1920. As in 
the first half of 1940, the prewar in- 
creases occurring from 1914 to 1917 are 
attributed largely to war orders from 
belligerent nations. Purchases from this 
country made by the United Kingdom 
and France in 1914 amounted to $770 
million, rose to more than twice that 
sum in 1915, and in 1916 reached a 
high of $2.7 billion. 

At the same time, American military 
expenditures were relatively small, ris- 
ing slowly from $244 million in 1913 
to $276 million in 1916. But in 1917 


they jumped to $641 million, in 1918 
to $6,924 million, and to $11,211 mil- 
lion in 1919. By 1920, our Army and 
Navy disbursements had dropped to 
$1,763 million, yet remained greatly in 
excess of those for 1917. 

Expressed in terms of the 1926 gen- 
eral price level, real national income in- 
creased annually by 2.7 per cent from 
1914 through 1920, or from $53 billion 
in 1914 to a peak of $62 billion in 
1919. This rate of gain was less than 
in the peacetime years 1920-26, when 
real income rose annually by 3.7 per 
cent, or from $59 billion in 1921 to 
$74 billion in 1926. It was also less 
than the increase over the entire decade 
of the 1920’s, when real income rose 
annually by 2.9 per cent, to reach an 
all-time high of $76 billion in 1929. 

Although increases in national in- 
come resulting from defense spending 
will naturally be substantial, it is ques- 
tionable whether the rate of increase of 
real income will be greater than that 
occurring during normal peacetime 
years. 





CURRENCY CIRCULATION AND INFLATION 


Weekly Bulletin, A merican Institute for Economic Research, Cambridge, Mass. 


EPORTS of the continued great in- 
creases of currency in circulation 
have led some to ask if this is an 

indication of the development of infla- 
tion. 

The total in November, 1940, was 
$8,436,000,000, nearly $1,000,000,000 
more than the total in November, 1939. 
The fact that the total in 1929 (monthly 
average) was only $4,773,000,000 indi- 
cates the magnitude of the increase. 
Even on a per capita basis, the cur- 
rency per person increased from $41 in 
1929 to $62 in November, 1940. 

It should be clearly understood that 
this increase in circulating currency has 
been caused by popular demand for cur- 
rency and not by an outpouring of un- 
supported paper money commonly re- 


ferred to as greenbacks. The United 


States Treasury is in a position to make 
specie payments for all paper currency 
in circulation now and still retain an 
ample stock of gold bullion in its gén- 
eral fund. 

Apparently, there are several reasons 
for the greater demand by the public 
for currency than there was at the end 
of the New Era in 1929 when com- 
modity prices were higher and when the 
public was in an extravagant mood. 
Probably the most important reason is 
the change in banking habits during the 
past decade. There are now only about 
two-thirds as many banks as there were 
ten years ago; many small communities 
no longer have banking facilities and 
therefore require more cash for business 
transactions. There are also fewer de- 
positors having checking accounts in 
the remaining banks as a direct result 
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of the service charges that are now gen- 
erally imposed but that were not made 
prior to the depression. Another im- 
portant factor is the demand for cur- 
rency for hoarding. According to the 
Institute’s estimate, approximately one- 
sixth of the total currency reported by 


the Treasury as being in circulation is 
hoarded. 

Because of requirements for the holi- 
day spending season, there is normally 
an increase of about $400,000,000 of 
currency in circulation during the four 
months, September-December. 


PUBLIC RELATIONS QUESTIONS FOR MANAGEMENT 


News Letter, Idaho Bankers Association, Boise, Idaho 


1. Is your personnel sufficiently in- 
formed to interpret properly your bank 
and its policies to the public? Do you 
hold occasional staff conferences or is- 
sue timely bulletins to your personnel? 


2. Are you conscious of your obliga- 
tion to give employes a direct incentive, 
through adequate compensation, to con- 
tribute to the bank’s success? Do you 
afford employes the opportunity to 
make constructive criticisms and sugges- 
tions freely? 

3. Are you maintaining your banking 
rooms in an attractive manner? 

4. Are you keeping your services 
geared to meet the present day finan- 
cial needs of the public? ‘ 

5. Is your advertising keyed to the 
times and does it stress sufficiently your 
ability and willingness to serve? 


6. Do you utilize all recognized means 
of keeping customers informed of de- 
partmental services? Is there a con- 
scious effort made to have depositors 
feel that the bank appreciates their 
business? 

7. Are new services or changes in 
policy always explained to depositors 
by letter, leaflet or other media? 

8. If you must decline a loan or some 
other request, do you take time to ex- 
plain clearly, frankly, and in a friendly 
manner, the reason for your refusal? 
Do you offer suggestions for solving 
your customer’s financial problems? 

9. As occasions arise do you compli- 
ment your depositors and others when 
they do well? 

10. Do you endeavor to call on your 
commercial customers at their places of 
business at least once a year? 


BUSINESS MANAGEMENT PROGRAM FOR RECOVERY 


Fortune Magazine, New York City 


(Note: The third Fortune Forum of 
Executive Opinion, participated in by some 
12,000 top-flight business executives who 
comprise the Forum’s permanent panel and 
who represent nearly 50 per cent of the 
entire management group in America, is 
presented in the December issue of Fortune 
magazine. Following is a portion of this 
Forum report): 


N this third Forum, executives were 
asked to state, from the recovery 
angle, which of 16 New Deal plans 

they thought should (a) be continued 
or revived; (b) which were good once 
but have outlived their usefulness; (c) 


which were always bad for recovery; 
(d) which are still good ideas badly 
handled. 

Seven of these 16 New Deal policies 
are condemned by a majority of the 
leaders of U. S. business as always hav- 
ing been bad ideas so far as recovery 
is concerned. Their abandonment would 
therefore seem to be the first prescrip- 
tion for a healthy economy. 

But that leaves nine New Deal poli- 
cies, all of them still active, for which 
majorities give the Administration some 


credit. 
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Drive to enforce antitrust laws 
Housing and Home Loan acts 
Wages and Hours Act 

Hull reciprocal trade treaties 
PWA 

Wagner Labor Act 

WPA 

Low money rates 

Export subsidies 


Above are the nine most popular New 
Deal policies in terms of the percentage 
of Forum members who declared either 
that they ought to be continued or that 
they were good ideas for recovery and 
only suffer from the way they were en- 
acted or are being administered. 

But the order of disapproval or ab- 
solute or conditional approval declared 
for the New Deal policies is changed 
when it comes to the question as to 
which of them are the most important 
obstacles to recovery, as evidenced by 
replies to the next question: 

“Do you believe that some or all of 
these New Deal measures are playing 
an important part in preventing recov- 
ery now? If ‘yes’ (94.1 per cent said 
‘yes’), which ones?” 


Wagner Labor Act 

Taxation policies 

Wages and Hours Act 

Pump priming 

WPA 

Drive to enforce antitrust laws 


Always 
Bad 
Per Cent 


Housing and Home Loan acts 
Drive to enforce antitrust laws 
Hull reciprocal trade treaties 
Wages and Hours Act 

PWA 

Low money rates 

WPA 

Export subsidies 

Wagner Labor Act 

AAA 


Pump priming 

Taxation policies 

Gold devaluation and President’s 
powers 

Guffey Coal Act 

Silver subsidies 


Good Idea 
Badly 
Handled 

Per Cent 


plus 


Full or 
Qualified 
Approval 
Per Cent 
49.4 equals 72.5 
31.7 70.9 
47.7 68.9 
14.0 67.2 
474 55.8 
47.5 51.2 
43.2 49.8 
16.3 47.9 


Continue 
Per Cent 


23.1 


Silver subsidies 

Gold devaluation and President’s gold 
powers 

AAA 

Guffey Coal Act 

PWA 

Low money rates 

Hull reciprocal trade treaties 

Export subsidies 

Housing and Home Loan acts 


Meanwhile, the table below shows 
how the Forum ranked all 16 New Deal 
policies in recovery value in reply to the 
question on which policies should be 
continued or revived, which were good 
once but have outlived their usefulness, 
which were always bad for recovery, 
and which are still good ideas badly 
handled. 


-This is far from amounting to whole- 
sale condemnation of the New Deal by 
business. On the contrary, it suggests 
that much of the legislation could pre- 
sumably, by amendment, be made 
palatable to the business community. 

Obsolete 


But All 
Right Once 


Good Idea 
Badly Continue 
Handled or Revived 
Per Cent PerCent Per Cent 
12.6 31.7 
7.3 49.4 
10.4 14.0 
19 47.7 
14.0 47.4 
16.3 
43.2 
18.5 
47.5 
33.7 
23.2 
16.3 
22.0 


6.4 
15.9 
3.0 
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VIEWS 


Recent S peeches Given Before National, 
Regional or State Groups — Digested 


or Excerpted for Your Convenience .. . 


ESSENTIALS OF A CONSERVATIVE FINANCIAL PROGRAM 


By Winturop W. ALpRICH 
Chairman, Board of Directors, The Chase National Bank, New York City 


T is in the interests of the private 
citizen that measures be taken to 
bring an end to extremely easy 

money policies and to check excesses in 
credit expansion. These constitute one 
part of a conservative financial pro- 
gram, of which the sale of the public 
debt directly to investors constitutes an- 
other important part. The measures 
that I would suggest to be taken follow: 

1. that gold coinage and gold redemp- 
tion be reintroduced; 

2. that future additions to the gold 
stock be sterilized. In connection with 
this suggestion, it should be provided 
by Congressional enactment that any 
increase in the debt by reason of gold 
sterilization be exempt from the debt 
limit and that the gold so sterilized 
should be desterilized only with the ap- 
proval of the Open Market Committee 
of the Federal Reserve System. The 
approval of the Open Market Commit- 
tee should also be required for the use 
of the unused portion of the profits of 
gold dollar devaluation; 

3. that the Exchange Stabilization 
Fund, resulting from gold dollar re- 
valuation in 1934, be used to grant 
credits to foreign nations or to others 
only to the extent of the $200,000,000 
in the active account. Credits extended 
above this amount should come from 
“the general funds of the Treasury. 
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Otherwise member bank excess reserves 
will rise; 

4. that the monetary powers now 
vested in the President be withdrawn. 
Powers of credit control and of money 
market control should be returned to 
the Federal Reserve banks. They were 
established to exercise such powers and 
only if they exercise them can they 
once again perform the traditional réle 
of central banks as “keepers of the Gov- 
ernment’s financial conscience”; 

5. that the Board of Governors of 
the Federal Reserve System raise mem- 
ber bank reserve requirements to the 
maximum now permitted by law. This 
will reduce excess reserves by over one 
billion dollars; 

6. that the Board of Governors of 
the Federal Reserve System use the 
powers granted under section lle of 
the Federal Reserve Act to add to the 
number of cities as Reserve and Central 
Reserve Cities; 

7. that the Board of Governors of 
the Federal Reserve System be granted, 
under adequate safeguards, additional 
powers to raise member bank reserve 
requirements. Doubtless, these powers 
should not be used until sufficient time 
has elapsed to note the effect of the 
measures already suggested. When ad- 
ministrative increases in member bank 
reserve requirements are made, the in- 
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creases should be sufficiently large to 
bring total excess member bank reserves 
within the scope of control of the open- 
market portfolio of the Federal Reserve 
banks. This suggestion is frequently 
criticized on the ground that it immobil- 
izes gold in the banking system, making 
its repatriation impossible. It must be 
remembered that there is no more com- 
plete way to freeze gold in the credit 
system than by credit expansion based 
on it. If an outflow of gold should de- 
velop in the future, it could be met by 
the use of the unused profits of gold 
dollar devaluation, by the use of gold 
held in the Treasury’s inactive account, 
and, if necessary, through a reduction 
in member bank reserve requirements; 

8. that expenditures for non-defense 
purposes be vigorously reduced. 

The various measures suggested above 


have a direct bearihg on the welfare of 
the private citizen. To safeguard his 
interests, the increase in public debt in- 
cident to the defense program should 
be lodged as far as possible with in- 
vestors. Government securities should 
not be coined into commercial bank 
credit. Increases in fiat credit are quite 
as harmful in the long run to the body 
economic as are increases in fiat cur- 
rency. Dictates of prudence require 
that the public deficit not be so financed 
that the defense program will assume 
a feverish character to be followed by 
an equally severe slump. Only by fol- 
lowing conservative fiscal policies will 
the private citizen be protected, and 
will our industrial machine operate 
most efficiently to bring the defense 
program to a successful conclusion.— 
From a recent address before the Boston 
Chamber of Commerce. 


FHA INSURANCE OF SMALL INDUSTRIAL LOANS 


By Byron SxHutz 
Retiring President, Mortgage Bankers Association of America, Chicago 


MALL businesses must have ade- 
quate financing or they will become 
a weak link in the defense program, 
which will very probably run for many 
years regardless of the turn of national 
or international events. There is going 
to be a great amount of plant expansion 
in this country and a plan of insuring 
small industrial mortgage loans is in- 
finitely superior to direct government 
subsidy because it will help relieve the 
strain on the Federal financial structure 
as well as give our idle capital a chance 
to go to work. 

Furthermore, FHA is the logical gov- 
ernment agency to undertake the job. It 
is by far the most successful of the 
government agencies having to do with 
housing. It has expert management un- 
der Administrator Stewart McDonald. 
Its thousands of approved mortgagees 
scattered over the country would give 
almost every prospective borrower ac- 
cess to a lending source. Manufacturers 
would be dealing with other business 
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men, that is, the approved FHA mort- 
gagees. FHA’s excellent research fa- 
cilities would be extremely valuable in 
the long-term studies and planning 
which should go hand in hand with de- 
velopment of a new type of financing. 

FHA insurance of small industrial 
loans seems advisable, too, because it 
will bring out private funds, has less 
risk and could provide setting up of 
segregated reserves. For example, in 
the defense program, factories must be 
located with every consideration given 
to transportation, labor materials and 
housing. War-time plants must be built 
with an eye toward conversion into 
peace-time use and peace-time plants 
must be built so that they may be easily 
converted to war production. These 
things can all be taken into account in 
a lending plan under FHA mutual mort- 
gage insurance.—From an address be- 
fore the recent annual convention of 
the Mortgage Bankers Association of 
America. 
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MEETING FEDERAL FARM 


LENDING COMPETITION 


By Tieton E. Burcu 


Executive Vice-President, Security 


F banks are to prevent further in- 

roads upon their agricultural loan 

business, they must come to the 
realization that Government agencies 
are competitors in the loan field and 
prepare to wage an offensive as well as 
defensive war. 


In meeting this type of competition 
we should formulate a program to im- 
prove our relations with the public and 
our customers. This program should 
not begin and end with the tellers who 
meet and serve customers coming td 
their windows. It should begin with 
the telephone operator in the bank and 
include the chairman of the board. 

This program should cause us to 
attend and assist our farm people with 
their various activities, such as 4-H 
Club, F. F. A., and similar meetings. 
These functions should not be attended 
to solicit business, but for what good 
you may be able to do and the encour- 
agement you can give. Call at the 
farmer’s home occasionally. Let him 
show you his livestock, his barns, and 
his crops, and be interested in them. 
‘The farmer will be pleased to know that 
you are interested in his welfare. 

Secure daily reports showing all 
chattels and mortgages filed in your 
county and prepare a list of those who 
borrow from Federal agencies. Make 
contact with these borrowers as soon as 
‘ it is convenient. Discuss with them, 
tactfully, their reasons for borrowing 
from the lending agency. Much help- 
ful information can be obtained in this 
way. Suggest that they come in and 
-discuss their finances with you before 
renewing their loan. 


When the opportunity arises, discuss 
with the borrower of the Federal agency 
just what he is paying in inspection 
fees, stock purchases, and similar 
charges. Remind him that it is possible 
he is paying more in interest and fees 

‘than the interest would amount to on a 
similar bank loan. Stress the fact that 
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State Bank, Wowoka, Oklahoma 


it is more convenient to make a bank 
loan than a loan through a govern- 
mental agency. Direct his attention to 
the superior quality of bank services 
over those of any other lending agency. 
Suggest that in case of an emergency a 
loan can be obtained quicker and pos- 
sibly at less cost from a bank, because 
of its more convenient location. 

Our customer relations should be 
such that each farmer-customer will tell 
his neighbors and friends about the 
quality of service which he receives at 
his bank. A recent survey shows that 
13 out of 19 borrowers learned of the 
Federal lending agencies through their 
friends. This medium of favorable 
advertising should not be overlooked, 
even when declining a loan. Sufficient 
time should always be taken by a loan 
officer to explain to the applicant just 
why the loan cannot be granted. The 
applicant possibly has friends to whom 
he will talk about his application hav- 
ing been declined by the bank. If the 
loan officer has been courteous, sympa- 
thetic, and even “long suffering” in 
denying the applicant’s request for a 
loan, it may temper his disappointment 
sufficiently that he will not be bitter to- 
ward the bank when he relates the in- 
cident to his neighbor. 

Some think that the matter of interest 
rates is our most difficult problem in 
meeting this new competition. I am 
fully convinced, however, that our prob- 
lem -is not one of interest rates alone, 
but a lack of a thorough understanding 
by borrowers as to what money is really 
costing them when they take into con- 
sideration what they are paying in the 
form of inspection fees, stock purchases 
and interest when borrowing from these 
agencies. Recent intérviews with bor- 
rowers of Production Credit Agencies 
bear out this conclusion. 

In meeting this competition, we 
should at all times keep in mind the 
sound fundamentals of credit so well 
known to us. We should not become 
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excited and forget the lessons so dearly 
learned by experience. Some one has 
well said: “Sound credit extension in- 
volves lending conservatively in times 


of high prosperity and lending courage- 
ously in times of depression.”—From 
an address before a recent ABA regional 


conference. 


CO-OPERATE, AND CO-ORDINATE PUBLIC RELATIONS 


By WaLTER P. NAPIER 
President, Alamo National Bank, San Antonio, Texas 


N the banks of the United States 
there are 266,000 officers and em- 
ployes, 125,000 directors, 1,600,000 

stockholders, and 70,000,000 depositors. 
There are 65 billion dollars on deposit 
in 15,000 banks. Yet no one can deny 
that there are problems that face char- 
tered banking. We know that the 
future of chartered banking depends 
upon how present day bankers meet 
and solve these problems. 

The work is not that of any individual 
banker or of any group of bankers. It 
is the duty of each banker throughout 
the 48 states to “get in and pitch,” but 
in order that their efforts may be cé- 
ordinated and mobilized, when and 
where they are most needed, it is neces- 


sary that all join and actively support 
their local, state and national organiza- 
tions, and to see to it that these organ- 
izations devote their money and efforts 
to the furtherance of a constructive 


program. 
Such a program would be substan- 


tially. as follows: To combat unsound 
financial proposals by accumulating 
facts and figures; to convince the pub- 


lic and its representatives of the value 
of chartered banking; to produce all 
possible factual material for the use of 
the banks in improving their services, 
and to take the factual material to the 
banks in usable form. 

We hear it said again and again that 
the banks have not been close to the 
people and have not been close to the 
problems of the people. Of this charge, 
I believe the bankers of the nation can 
clear themselves through effective cé- 
operation and thereby place themselves 
in position to render an improved 
service. 

It is no secret among bankers that 
the average man can arrange his finan- 
cial problems with a bank at much less 
cost than with some other institution. 
If the banks are of greater service to a 
community they are bound to be 
stronger in the community and _ this 
strength we must attain if we are to 
meet competitive forces which are mak- 
ing inroads.—From an address at the 
recent Southwestern Regional Confer- 


ence of the ABA. 


FARM MORTGAGE MUTUAL INSURANCE 


By S. M. Waters 
President, M. R. Waters & Sons, Minneapolis, Minn. 


F an estimated $2,500,000,000 of 
farm mortgages now held by Gov- 
ernment lending agencies, prob- 

ably as much as 50 per cent, or $1,250,- 
000,000, could be profitably transferred 
to private investors during the next few 
years by applying mutual mortgage in- 
surance, as is now in effect on home 


loans through the FHA, to farm mort- 
gage loans. One immediate effect of 
such a move would be to strengthen the 
Federal credit structure during the 
years ahead when it will be greatly 
strained to meet the vast defense ex- 
penditures. 

Applying mutual mortgage insurance 
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to the farm loan field would create a 
new and improved farm lending system 
in which the Government would have a 
part yet would invest no money. It 
would still retain all necessary control 
over rates, charges, commissions and 
types of securities as it does under the 
FHA, yet no subsidy and no Govern- 
ment funds would be involved. It 
would mean the return of private inves- 
tors, particularly the large institutional 
investors, to the field of farm lending— 
one which they have largely abandoned 
in the past two decades. 

Such a plan would appeal to farmers. 
They would not have to buy stock in a 
Government enterprise or join a lending 
corporation under Government control. 
They would no doubt get prompter 
service and would no longer be bur- 
dened with helping service the loan of 
a delinquent neighbor. ; 

If the Government would sponsor 
such a plan I can see how it would be a 
strong influence for stabilizing land 
values in bad as well as good times and 


actually contribute greatly toward rais- 
ing the standard of living on the Ameri- 
can farm. 

It would mean giving the farm mort- 
gage something it has never had before 
—liquidity and marketability. Such a 
plan would work well in conjunction 
with Federal crop insurance which is 
designed to insure farm income. Equally 
as important is the fact that a system 
of insured farm mortgages would be 
the key to unlocking millions of dollars 
of idle capital seeking investment with 
a reasonable return. Putting this idle 
capital to work will mean greater pros- 
perity for the country as a whole. 

Farm loan men generally believe that 
eventually the Government’s farm loan 
burden is going to prove unbearable. 
Now would be an excellent time to 
transfer some of its obligations to priv- 
ate enterprise when all Federal credit 
facilities are so urgently needed for 
defense.—From an address at the recent 
Illinois Mortgage Bankers Association 
convention. 


CONSUMER LOAN PROMOTION POLICIES 


By Swayne P. GoopENouUGH 
Vice-President, Lincoln-Alliance Bank & Trust Co., Rochester, N. Y. 


BANK entering the consumer loan 
field should do so on a permanent 
basis. Many of the older officers 
of some banks seem to take consumer 
credit as a refugee step-child that will 
be sent home shortly after peace is de- 
clared. Such an attitude or policy will 
most certainly make the promotion of 
the business a much more difficult task. 

A bank should determine what par- 
ticular phases of the personal loan busi- 
ness it is best able to handle in a given 
community and confine itself to such 
business. A policy that establishes what 
business is most desirable will be help- 
ful in concentrating promotional efforts 
to secure that particular business. 

It may be wise to set up definite 
limitations in the personal loan field, 
such as a minimum for personal loans, 
certain limitations governing the auto 


loan field, also the financing of sales. 
There is a question as to whether it is 
desirable to finance everything from 
automobiles to coffee percolators. Fur- 
thermore there may be a limit at which 
a given bank might wish to restrict its 
investment in this field. What propor- 
tion of a bank’s assets are to go into 
the consumer credit business? 

There is recently a question as to the 
bank’s policy toward personal loans to 
those of military age. Such a question 
should be faced realistically with the 
best interests of the bank at large in 
mind. 

The approach to a given line of busi- 
ness is frequently important in deter- 
mining what type of advertising and 
promotion will be used. In the auto 
loan field, will it be better for your 
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bank to go directly to the consumer for 
the business or go through the auto 
dealers in your community? The de- 
termination of this policy will ma- 
terially affect your methods of promo- 
tion, 

Lastly, the whole consumer credit 


field is an excellent medium for enlist- 
ing the whole-hearted codperation of 
every employe of the bank in a selling 
effort that may well go beyond the con 
sumer field—From an address at the 
recent Financial Advertisers Association 
convention. 


FARMER CREDIT FILES PROFITABLE 


By C. W. BatLey 
President, First National Bank, Clarksburg, Tenn. 


O survey by the country banker 
may be termed complete until he 
has gathered in his files complete 

information about every farmer in his 
territory. With such files in his posses- 
sion the country banker finds that his 
concern becomes one of being sure that 
those who are worthy obtain credit to 
which they are entitled, rather than a 
fear that credit will be extended to those 
by which it is not deserved. Moreover, 
the eligible farmer will be more likely 
to apply for a loan since he is aware 
that the banker is acquainted with his 
status, while the ineligible farmer will 
hesitate for the very same reason. 

In 1938, our bank made over 11,000 
loans; in 1939 nearly 13,000—new and 
renewals. Nearly all of them were di- 
rect loans. I do not know whether this 
is an unusual number in comparison 
with other banks of our size, but it is 
many times the number we made each 
year when we first determined that we 
would qualify ourselves so that we 
could give an immediate answer to the 
loan application of any farmer in our 
trade area without stumbling all over 
the neighborhood to ask whether the 
applicant was good for his require- 
ments. 

It has been our experience that a 
farmer’s note supported by a satisfac- 
tory credit statement, and business his- 
tory in preference to a chattel mortgage, 
entails a minimum amount of loss. We 
have not forgotten that paper of this 
type maintained its 100 per cent loan 
value and never lost caste in the 1929- 
33 period, when supposedly good bonds 
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known by the high sounding term of 
“secondary reserve,” seemed to have no 
standing in any well regulated finan- 
cial household.—From an address be- 
fore the recent ABA convention. 


© 


Ir must be clear that the next few 
years will be critical ones. Our people 
are almost sure to be lulled into a state 
of material and mental complacency by 
what appears to be a period of great 
prosperity. It has already started. They 
will little recognize its true economic 
significance, at least until subjected to 
a rude awakening. It will be a period 
in which the economy will be subject to 
the strain of entirely different and 
highly dangerous forces. It may be a 
period of inflation. It will be a time 
in which those possessing the highest 
orders of leadership and experience in 
industry, finance and government 
should be called upon to exercise all 
the intelligence they possess, with all 
the courage at their command to formu 
late policies to steer the economy on 4 
safe and reasonable course. It will be 
no time for economic experimentation. 
The duty of the present to future gen- 
erations is beyond our conception. 
Never before has occasion arisen whieh 
demanded the assumption of such re 
sponsibilities toward both the present 
and the future. Almost everything that 
Americans hold sacred is in the balance. 
—Alfred P. Sloan, Jr., Chairman, Gew 
eral Motors Corporation, in a recent 
address. 
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Glamorous Banking 


The “most efficient, progressive and 
glamorous bank in the United States” 
is the way Fortune magazine describes 
the First National Bank of Palm Beach, 
Florida, in an illustrated article in the 
January issue. Fortune’s writers and 
cameramen discuss and picture the mer- 
chandising methods resulting in the ex- 
ceptional growth of the bank’s business 
and profits during the past five years— 
President Wiley R. Reynolds’ capable, 
aggressive leadership; the many modern 
conveniences in the bank’s quarters; 
pretty girl tellers; etc. 


Behold Argentina 


Is the title of a 36-page booklet is- 
sued by The First National Bank of 
Boston’s Buenos Aires branch. The 
booklet, in two colors and well illus- 
trated, contains information on Ar- 
gentine industries, living standards, 
government, finance, economic history, 
population and _ topography; its 
churches, clubs, hotels, scenic spots, 
Sports, newspapers, etc. 


Southern Presentation 
The American National Bank, Nash- 


ville, Tennessee, has issued “A Presen- 
tation of Important Communities in the 
Central South,” consisting of reprints 
of recent newspaper advertisements fea- 
turing the various communities and 
their most important sources of income. 
Plastic binding and an attractive cover 


Public Relations 


Digests of Recent Ideas, Campaigns, 
Advertisements, etc. 


make this an effective advertising piece. 
Included with each copy is a booklet, 
“Answers to Questions Most Frequently 
Asked About Tennessee,” issued by the 
Division of Information, Department of 
Conservation, Nashville, Tenn. 


Warren Almanac 


The 1941 edition of the “Warren 
County, Pennsylvania, Almanac,” issued 
annually by the Warren Bank and 
Trust Company, Warren, Pa., is off the 
press. This 40-page almanac includes 
much of county historical interest, many 
interesting facts, and timely advertising 
for the bank, in addition to the usual 
calendars and other almanac data. 


Defense Contract Aid 


Offering “A Special Service to Help 
Coordinate Milwaukee Industry for Na- 
tional Defense,” the First Wisconsin 
National Bank of Milwaukee, carried a 
recent newspaper ad reading in part: 


“Today every business executive, 
keenly aware of the scope and import- 
ance of America’s preparedness pro- 
gram, seeks authoritative answers to 
questions like these: 

“*How can our company help speed 
the progress of national defense?” . . . 
‘How and where can we offer our 
services and manufacturing facilities?’ 

“Through our membership in the 
Federal Reserve System—and in cé- 
operation with the Coordinator of Na- 
tional Defense—we now offer a special 
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“EYE-CATCHERS” 


These bank ad heads caught our 
eye and made us read the ad. How 
about you? 


Keep a Close Watch 
To Keep the Bugs Out 
—State-Planters Bank & Trust 
Company, Richmond, Va. 


Changing Dollars 
Into Wealth 
—Marshall & Ilsley Bank, 
Milwaukee, Wis. 


Mortgage Juggling 
Is Out of Date 


—Bowery Savings Bank, New 
York City 


A Man Must Eat 


—The Huntington National 
Bank, Columbus, Ohio 


Someone Must Manage 
Your Estate 
—Mississippi Valley Trust 
Company, St. Louis, Mo. 


Making Insurance 
Money Disappear 
—The National Bank of Com- 
merce and Trust Co., 


Providence, R. I. 


service designed to help you answer 


just such questions. You will appre- 
ciate this timely assistance if your com- 
pany is not already on the invitation 
bidding lists of any branch of the 
United States armed services. 

“The procedure is essentially simple, 
direct, practical. Come in and talk 
things over with one of our officers. 
Then, if you wish to bid on Govern- 
ment contracts or sub-contracts, fill out 
the questionnaire form furnished to us 
by the Federal Reserve Bank of Chicago 
for this purpose—naming the products 
you now manufacture, types of defense 
articles you could supply, and other 
pertinent data . . . confidential, of 
course. 
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“By so doing you will not only give 
tangible expression to your willingness 
to serve, but you will also help to inven. 
tory the manufacturing facilities of this 
community and assist the Government's 
expressed policy of decentralizing the 
purchase and production of defense 
materials, equipment and supplies. 

“We will gladly discuss this matter 
with you in detail, at your convenience, 
And you will find us ready and eager 
to do everything we possibly can to 
assist in coordinating and financing 
vital defense projects.” 


Safe Deposit 


A recent issue of the Journal, 
monthly house magazine of The Union 
and New Haven Trust Company, New 
Haven, Conn., is devoted to “Behind the 
Scenes in a Safe Deposit Department.” 
A short history of safe deposit service 
is given, a description of the modem 
vault identification procedure, two-key 
protection, coupon booth privacy, types 
of safe deposit contracts, and miscel- 
laneous points of safe deposit interest. 
Included is a handy check sheet listing 
nearly one hundred papers or valuables 
deserving safe deposit protection. 


Dollars Into Wealth 


“Changing Dollars Into Wealth” is 
the subject of a recent newspaper ad 
in the “Industry’s Contributions to 
Better Living” series being carried by 
the Marshall & Ilsley Bank, Milwaukee, 
Wis. Copy reads: 

“Unemployed dollars are as bad for 
a community’s economic welfare as un 
employed men. Only when dollars are 
put to work—invested—do they become 
real wealth in the form of homes, fac- 
tories, buildings, transportation facili- 
ties, utilities and other works useful 
to us. 

“The construction industry is one of 
the nation’s greatest employers of dol- 
lars—putting them to work—buying 
steel, lumber, brick, cement, stone, 
paint, asphalt, machinery, power 
shovels, tractors, drills, concrete mixers, 
trucks and other materials and equip- 
ment, and hiring skilled workers to 
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build homes and the vast variety of 
durable structures and facilities that 
make possible our American standard 
of living. 

“By making loans to builders, busi- 
nessmen, manufacturers, farmers, work- 
ers, this bank helps the construction in- 
dustry to find jobs for dollars which, 
in turn, mean jobs for men.” 


New York Trust Index 


The Winter, 1940 edition of The In- 
dex, a quarterly publication issued by 
The New York Trust Company, New 
York City, in addition to the usual 
tables of business indicators and com- 
modity prices, contains excellent studies 
on “America’s Raw Material Needs,” 
and “Philanthropy.” The former dis- 
cusses the potential availability of 
strategic supplies, such as cocoanut shell 
charcoal, quinine, quartz crystals, 
nickel, antimony, tungsten, chromium, 
manganese, tin and rubber. The study 
of philanthropy takes up various condi- 
tions organized giving, discussing recent 
trends, the various foundations, etc. 


Christmas Club Conversion 


With their 1940 Christmas Club 
checks, the State-Planters Bank and 
Trust Company, Richmond, Va., sent a 
small folder reading: 

“Dear Club Member: Here is your 
Christmas Savings check. It is a shin- 
ing example of what a lot of small de- 
posits will do when made regularly and 
systematically. Why not carry the idea 
on a little further and accumulate 
$1,000 in the same way! You can do 
it by joining the $1,000 Club where 
you have your choice of three classes 
which pay $1,000 in 60 months, 96 
months, or 120 months. 

“Many thanks for your patronage this 
year, and don’t forget—the 1941 
Christmas Savings Club opens on 
December 2.” 

An additional suggestion in connec- 
tion with the Christmas Club check was 
made on inside pages of the folder: 


FARMERS BORROW 
ON Gas TERMS 


Ir you believe you could do a beter 
job of farming by borrowing, do not 
hesitate to talk over your require- 
ments with the manager of our nearest’ ~ 
branch. 


Loans are gladly made by the Bank of 

Montreal for the purchase of seed, for 

wages, desirable improvements, for the 

development of dairy herds, and for the 

general financing of farm operations. 
Ask for our booklet, 


“THe FARMER AND His BANK” 


BANK OF MONTREAL 


“A BANK WHERE SMALL ACCOUNTS ARE WELCOME” - 


MODERN, EXPERIENCED BANKING SERVICE .. the Outcome of 123 Years’ Succenful Operation 


Brief, simple, and friendly—the text 

and illustration of this advertisement 

of the Bank of Montreal, Montreal, 

Canada, is well planned to appeal to 
the farmer-reader. 


“Here’s a Help for Xmas Shopping: 
Deposit your Christmas Savings check 
in a Chex account. There the money 
will be safe from loss and robbery. You 
can check on it at any time and you 
can enjoy the convenience of paying 
your bills with Chex. The only cost is 
5 cents for each check drawn.” 


How Much for $500? 


“How much would you pay for 
$500?” asks a recent personal loan 
newspaper ad of the State-Planters Bank 
and Trust Company, Richmond, Va. 
The ad continues: “Would you consider 
$22.50 a fair price? Well, here’s our 
proposition: we will advance you the 
five hundred and you can return it in 
twelve monthly payments. The only 
other requirement is that you give us 
your note which should be signed by 
satisfactory co-maker or secured by col- 
lateral. Amounts both larger and 
smaller than $500 are available for 
longer and shorter periods of time at 
rates depending on the size of the loan.. 
Can you beat that? If not, why not 
spend a few minutes at one of our 
offices, investigating our loan plan?” 
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BRIEFS 


Items of Interest from Many Sources— 
Condensed for Quick Reading 


Factoring Service 


Announcement is made by L. M. 
Giannini, president of Bank of America, 
N. T. & S. A., of the organization of a 
“factoring division” in Los Angeles as 
a financial service to the extensive 
needle industry in that area. This new 
loan division of the bank will provide 
for the purchase of accounts receivable 
of dress manufacturers, mills and job- 
bers, without recourse. Believed to be 
the first service of the kind to be offered 
by any bank in the U. S., this supple- 
ments another service in which Bank of 
America pioneered—the non-notification 
accounts receivable service. The factor- 
ing system not only supplies funds for 
the manufacturer but also includes 
credit checking and guarantees against 
loss on any accounts accepted. All col- 
lection problems are assumed by the 


bank. : 


Directors as Employes? 
The New York State Bankers Asso- 


ciation, in a recent bulletin, calls atten- 
tion to the fact that “in a specific ruling 
recently issued by the Commissioner of 
Internal Revenue, it is held that direc- 
tors of a bank who serve on the Loan 
Committee must be considered em- 
ployes, even though receiving no com- 
pensation, in determining whether or 
not a bank is required to file Form 940 
—Annual Return of Excise Tax on Em- 
ployers of Eight or More Individuals— 
and pay Federal Unemployment Tax 
under the Federal Unemployment Tax 
Act. Under the regulations, a director 
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is not considered to be an employe 
unless ‘he performs services for the cor- 
poration other than those required by 
attendance at and participating in meet- 
ings of the board of. directors.’ The 
above-mentioned ruling is based on the 
theory that a director who serves on the 
Loan Committee is performing a service 
outside of his regular duties as a 
director.” 


Consumer Credit Costs 


A 23-page manual of operating costs 
in the consumer credit loan field for 
banks engaging in this type of lending 
and for those planning to undertake it 
has been prepared by the Consumer 
Credit Department of the American 
Bankers Association, it is announced 
by Walter B. French, deputy manager 
in charge of the department. The 
manual is the product of a year’s re 
search in consumer credit loan costs 
and is presented as the groundwork for 
preparing cost systems in this field. Four 
major divisions comprise the manual’s 
contents: general aspects of the cost 
problem, a primary pattern for analyz- 
ing loan costs, a discussion of the rela- 
tionships between cost statistics and 
good banking management, and a de- 
tailed analysis of the spread of maturi- 
ties. Ten statistical tables on details 
of expense, and three charts outlining 
a distribution of loan volume are in- 
cluded. Copies of the manual are avail- 
able upon request to the ABA Consumer 
Credit Department, 22 East 40th Street, 
New York City. 
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17,054 Loans Per Hour 


Less than half the nation’s commer- 
cial banks made 13,642,673 credit ex- 
tensions totaling $20,953,584,028 to 
business firms and individuals through- 
out the country during the first six 
months of 1940, it was stated in a recent 
address by P. D. Houston, president of 
the American Bankers Association. The 
figures were reported by 6,203 banks, 
or 43.3 per cent of 14,650 commercial 
banks which participated in the asso- 
ciation’s semi-annual survey of - bank 
lending activity. These loan figures 
showed an increase of 15 per cent, or 
1,795,000 in the number of credit trans- 
actions by a similar number of banks 
over the same period of 1939, and an 
increase in dollar volume of $2,427,- 
000,000 or 13 per cent. An analysis 
reveals that 17,054 loans were made 
during every banking hour in the first 
six months of 1940 as against 14,810 
loans an hour during the corresponding 


period of 1939. 


Bank Check Tax? 


In a recent issue of their News Letter, 
the New York State Bankers Association 
points out that “higher taxes will prob- 
ably be voted by Congress in the spring. 
Meantime, among the new special ex- 
cise taxes to be considered will be taxes 
on soft drinks and perhaps bank 
checks. There is also a likelihood that 
the rates on commodities now taxed, 


such as gasoline and liquor, will be 
higher.” 


Loan and Investment Laws 


A revised manual of laws relating to 
loans and investments by national banks 
has been prepared by the National Bank 
Division of the American Bankers Asso- 


* ciation and has been forwarded to the 


national bank membership, it is an- 
nounced by Andrew Price, the division’s 
president. The manual includes recently 
enacted defense measures, such as the 
Assignment of Claims Act of 1940, per- 
mitting the assignment of claims under 
Government contracts as security for 
loans, and the Soldiers and Sailors Civil 
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Relief Act of 1940, imposing a mora- 
torium on the debts of men serving in 
the nation’s armed forces. Copies of 
this 118-page booklet may be secured 
from the National Bank Division of the 
ABA, 22 East 40th Street, New York 
City, at 50 cents each. 


Brown Quits NYSBA 


W. Gordon Brown, for the past ten 
years secretary of the New York State 
Bankers Association, has resigned his 
position effective January 1 to become 
associated with Messrs DeLancy, Kipp 
& Swan, Inc., general insurance brok- 
ers, at 33 Liberty Street, New York 
City. Mr. Brown will be succeeded as 
secretary of the association by Harold 
J. Marshall, who has served as assistant 
secretary for the past year, and who was 
formerly cashier and a director of the 
National Spraker Bank in Canajoharie, 


New York. 


Savings Interest Discontinued 


In a recent letter addressed “to the 
patrons of our Savings Department,” 
J. M. Nichols, president of the First 
National Bank of Englewood, Chicago, 
Illinois, explained the bank’s decision 
to discontinue payment of interest on 
savings accounts as follows: 


With our $2,800,000 333% U. S. Treas- 
ury Bonds (the last of the Old Deal) called 
for payment on March 15, 1941, we are 
faced with the reinvestment of these funds. 
At the present time, however, there is little 
other than direct obligations of the United 
States Government to which we should dare 
entrust your money, and on these the rates 
of interest have, as you know, been whipped 
down to but a fraction of one per cent. 
~ Therefore, at a meeting of the Board of 
Directors on November 13, 1940, it was 
voted to discontinue the payment of in- 
terest on all savings accounts, beginning 
January 1, 1941. When the time comes that, 
in our opinion, your funds can be safely 
and profitably invested, you may be certain 
that the payment of interest will be re- 
sumed. In the meantime, those willing to 
continue to pay the insurance premium of 
one-twelfth of one per cent levied by the 
Federal Deposit Insurance Corporation, 
may, if they choose, leave their accounts on 
our books. 

The only alternative, which would enable 
us to pay you interest under present condi- 
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tions, would be to sink your money in FHA, 
capital and time-payment loans in the secret 
hope that no large group of depositors 
would again demand their money as they 
did back in 1932. Rather than resort to 
such an array of frozen assets, this institu- 
tion will frankly invite you to come and get 
your money, thereby closing its books on 
fifty-one years of successful banking. 

It has been properly said that “probably 
more than any other major group of inves- 


tors, savings depositors have borne the 
brunt of the Government’s monetary 
policies.” 


Scanners Service 


A new and novel service for the busy 
executive is announced by The Scan- 
ners, a New York City organization 
specializing in keeping clients abreast 
of the latest information in their par- 
ticular fields. The plan of operation 
is simple—the subscriber sypplies The 
Scanners with a comprehensive picture 
of the type of information he wishes 
brought to his attention; he has all the 
magazines to which he subscribes and 
which he wishes scanned sent to The 
Scanners direct from the publishers. 
The Scanners check through these maga- 
zines, mark passages or articles of in- 
terest, mail the magazines to the sub- 
scriber, also mail him a sticker to paste 
on the outside of each magazine noting 
pages containing material of interest. 
A duplicate of the sticker is also sup- 
plied for the subscriber’s files. The 
Scanners keep alert for material of in- 
terest from sources other than the maga- 
zines a subscriber has sent to them, and 
notify him of such material. They are 
also prepared to make special research 
on any subject desired, or to prepare 
material for a talk or article. 


FHA Premium Deduction 


Banks purchasing FHA mortgage 
loans at a premium may deduct the 
premium in computing their income tax 
returns, according to the Real Estate 
Mortgage and Finance Department of 
the American Bankers Association. The 
deduction may be made in proportion 
to the amount of the principal of the 
loan amortized each year. That is to 
say that in the event of the purchase of 
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Convention Dates 


NATIONAL 


June 2-6—American Institute of Banking, 
St. Francis Hotel, San Francisco, Calif. 


September 28-October 2—American Bank- 
ers Association, Hotel Stevens, Chicago, 
Til. 


STATE AND REGIONAL 


January 14—New York Savings Bankers 
Mid-Winter Meet, Waldorf-Astoria 
Hotel, New York City. 


January 21-22—Wisconsin Mid-Winter Con- 
ference, Hotel Pfister, Milwaukee, Wis. 


January 21-23—Missouri Bankers Confer- 
ence, University of Missouri, Columbia, 
Mo. 


January 23—Connecticut Bankers Associa- 
tion Mid-Winter Banquet. 


January 29-30—New Jersey Bankers Asso- 
ciation Mid-Year Banking Conference, 
Princeton, N. J. 


January 30—lIllinois Mid-Winter Trust 
Conference, Chicago, IIl. 
February 4-6—ABA Mid-Winter Trust 


Conference, Waldorf-Astoria Hotel, New 
York, N. Y. 


February 10-12—Minnesota Bankers Con- 
ference, University of Minnesota, Minne- 
apolis, Minn. 


February 11-12 — Independent Bankers 
Association, St. Paul, Minn. 


February 21—Ohio Bankers Association, 
Mid-Winter Meet, Columbus, Ohio. 


March 5-7—ABA_ Regional Conference, 
Waldorf-Astoria Hotel, New York City. 


March 20-21—ABA Regional Conference, 
Brown Hotel, Louisville, Ky. 








a mortgage with five years to run, if a 
premium is paid, one-fifth of the prem- 
ium may be deducted each year in com- 
puting the income tax. In the case of 
a ten-year mortgage, one-tenth may be 
deducted each year, etc. 
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THERE are too many people today 
who want to get something for nothing 
but only a few with the mental capac- 
ity, vision and patience to build some- 
thing useful from nothing.—Frank M. 
Totton, Vice-President, Chase National 
Bank, New York. 
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